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With its global logistics network and strong portfolio of power semiconductor
devices, ON Semiconductor (Nasdaqg: ONNN) is a preferred supplier of power
solutions to engineers, purchasing professionals, distributors and contract
manufacturers in the compurter, cell phone, portable devices, automotive and
industrial markets. For more information, please visit ON Semiconductor’s website at
http://www.onsemi.com. Information on our website is not incorporated into this

Annual Report.
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A Year of Improving Fundamentals

We entered 2004 with ambitious goals - we needed to execute on our plans to drive revenue and gross
margin expansion, continue our tradition of operational excellence and customer delivery, improve our
financial performance through reduction of our interest expense and continue to de-leverage our balance
sheet.

During the year, the semiconductor market saw. a strong expansion in demand in the first half of the
year and some underlying weakness in the second half of the year, as inventories at distributors expanded
faster than demand. For ON Semiconductor, our wireless, computing and consumer end-markets were
strong throughout the year, as we aggressively pursued and won designs for key customer programs.
Wireless revenues grew by approximately 47 percent in 2004 as compared to 2003 driven by the strength
in our Electromagnetic Interference (EMI) filtering, Electrostatic Discharge (ESD) and Light Emitting
Diode (LED) solutions. Consumer electronics revenues, which include key customer programs for game
consoles and personal multimedia devices, grew by approximately 25 percent led by our strong product
offerings in battery charging, battery management and circuit protection devices. Our computing revenues
grew by approximately 20 percent in 2004 on the strength of our portfolio of products for efficient AC to
DC \power supplies and DC to DC solutions for motherboard power management. Today, ON
Semiconductor parts are in products as diverse as MP3 players, computing motherboards, handsets,
automotive powertrain modules, hard drives, routers and gaming consoles.

Operationally, we executed better than many of our key competitors in the most recent up-cycle.
Feedback from our customers suggests that we managed our product allocations well in times of scarcity, so
that customers received their parts from us when they needed them. Due to better mix, increased units and
pricing management, our gross margins improved in 2004 by approximately 430 basis points as compared
to 2003. During the year, we continued to invest in systems that will enable real-time visibility into our
supply chain and allow us to streamline our operations and improve our delivery capabilities. As proof of
our excellence in customer service and support in 2004, we won seven awards from our partners and

customers such as Avnet, Delphi and Jabil for our ongoing manufacturing quality and logistics support.

In an effort to strengthen our partnership with key technology leaders throughout the world, we recently
announced the opening of two Solutions Engineering Centers (SECs). Much of the work on the SECs
concept was started in 2004, and through the SECs, our engineers will work more closely with technology
innovators to jointly develop power solutions on programs that have the potential to drive new products
and revenues for our mutual advantage. We see this as a direct investment in our customers’ and our

SUCCESS.

On the financial front, ON Semiconductor successfully managed costs and executed a series of financial
transactions enabling us to refinance approximately $760 million of high interest bearing debt. These
transactions reduced our net interest expense in 2004 by approximately $50 million, or over 33 percent,
from 2003. The financial actions taken during the year have also enabled us to extend our debt marturity
and remove significant restrictive covenants associated with our senior secured and senior subordinated
notes. We have put the company in a much firmer financial position and believe the actions taken during
2004 will enable us to generate additional cash flow and increased earnings per share. Debt and interest
expense reduction remains a key component to our financial strategy, and we will continue to look for
opportunities in 2005 to further reduce our overall debt levels and interest expense burden.

As you can see from the accomplishments above, 2004 was another year of ‘heavy lifting’ on many
fronts. None of these accomplishments would have been achieved without the intelligent and vigorous
efforts of our employees and the management team. We are proud of the gains that we have made in our
company this past year, and we greatly appreciate the support of our customers, shareholders, partners and
suppliers.
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n 2004, we continued to improve upon our world-class service and support to our customers.

Our global supply chain consists of over 30 JIT warehouses, providing 24/7 multi-region

support and an integrated inventory management system that can link into the demand
forecasts for any customer in any format. We shipped approximately 28 billion units in 2004.
Our global supply chain tightly aligns us to our customer and distributor needs, allowing these
customers to operate with lower inventory levels, improved efficiency and greater on-time
delivery. Our guaranteed lead-times to preferred customers and our ability to meet their upside
requests positions ON Semiconductor as a leader in global supply chain management. In 2004,
we met requested delivery dates for our preferred customers over 97 percent of the time.
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We also continue to expand the breadth and depth of our Intellectual Property (IP). In 2004,
we filed for 47 new patents and the U.S. Patent and Trademark Office granted us 37 patents.
Our discipline and continued focus on increasing our IP portfolio has yielded more than 750
patents and patents pending in the United States and other countries. We are working closely
with our customers to develop devices specifically designed to enhance their products, and we
continue to expand our portfolio of innovative solutions that solve an increasing number of
complex design issues.

We are building upon our expertise in power management and anticipating our customers’

design and integration needs. By working closely with global regulatory agencies
and their initiatives such as the U.S. Environmental Protection Agency’s
Energy Star program, China’s CECP and the European Commission
Blue Angel standard, we position our company to offer timely, cost
effective energy compliant power supply components. Our
manufacturing capabilities and system knowledge enable our
customers to build end-user products with increased

functionality and lower energy consumption.
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We anticipate power management will continue to play an important role in the needs of
sophisticated electronic equipment, and we will continue to introduce advanced devices to meet

Wireless Communications — This market is characterized by a rapidly growing array of
smart phones, camera phones, and other multi-function phones. Our products extend
battery life and protect sensitive circuits from harsh environmental and electromagnetic
conditions.

Automotive Electronics — Today’s automobiles continue to use an increasing number
of electronic entertainment and safety options to meet growing consumer demands.
Opportunities in Local Interconnect Network (LIN)/Controller Area Network (CAN)
technologies for networked power in the automotive environment as well as LED
lighting and power management solutions continue to provide areas of growth. Our
commitment to this market continues to win us awards for service and innovation from
our customers.

Consumer Electronics — In this market, we excel at delivering devices to increase
power efficiency and functionality, while enabling our customers to decrease the size of
their products. This reduction of size allows our customers to offer competitively priced
products that meet the demands of the consumer. We are focused on developing
products to support the power management, protection and backlighting of wireless and
portable multimedia products.

Computing — This market is defined by high-performance microprocessors with very
sophisticated power-management requirements. We deliver complete power
management solutions to the microprocessor and the increasingly sophisticated memory
components found on current and next-generation motherboards. Our technical
knowledge of system power applications for desktop and notebook computing is being
leveraged into graphics cards, servers, game boxes, networking, and hard-drives. We are
also a leader in the market for controllers and other components for external power
supplies (adapters) for printers, notebook computers and LCD TVs.  We continue to be
applauded for our efforts to provide our customers with reliable, high-quality devices
and world-class service.
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rapidly changing requirements. You can find our devices in markets where products have Applications
increasing silicon content including:



Industrial Electronics — We provide critical power management and protection to the
Industriai advanced automated machines that manufacture a wide-array of products in virtually
Electronics every market. We are a leader in providing data-flow management devices to meet the
ultra-fast data management requirements of sophisticated Automated Test Equipment
(ATE). This equipment is used to validate the advanced electronic devices in broadband

networking equipment and other high-performance applications.

Networking ~ This market is characterized by a rapidly growing array of datacom and
Networking telecom applications. Our products provide essential power and data management
functions while protecting sensitive circuits from harsh EMI as well as ESD that occur
during the normal function of these devices. Our devices are used in high-end AC to DC
or DC to DC switching power supplies.

Our customers receive the benefit of superior technical support through our strategically
located SECs. In addition, we provide local field application and expanded regional direct sales
support to help our customers with all their design and support needs. The introduction of a new
global distribution center in China is one example of how we are meeting the needs of our

DE"VQring growing markets and customers.
Quality & Service We shipped approximately 28 billion units in 2004 and put them in the hands of our
customers through our highly responsive supply chain and industry leading logistics programs.
We consistently provide our customers with an unwavering commitment to quality and service.
Through these and other distinguished attributes, ON Semiconductor continues to build on its
tradition of earning top-supplier awards from our customers. In 2004 we received a number of
customer awards including:

Avnet Asia Dragon Award (October 2004)
Avnet Electronics Marketing Synergy Award (October 2004)

2004 State Quality Showcase in Excellence Award from the Arizona Quality
Alliance (October 2004)

Jabil - Best Semiconductor Supplier (Asia) Award (August 2004)

Best Product Design for NCP5331 from Electronic Design and Application
World in China (June 2004)

Delphi Electronics Europe supplier of the year award for outstanding quality
(February 2004)

Delphi Electronics and Safety Commendation Award 2003 (February 2004)
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PART1I

Item 1. Business
Business Overview

ON Semiconductor Corporation and its subsidiaries (“we”) are a global supplier of power and data
management semiconductors and standard semiconductor components. We design, manufacture and market an
extensive portfolio of semiconductor components that addresses the design needs of sophisticated electronic
systems and products. Our power management semiconductor components distribute and monitor the supply of
power to the different elements within a wide variety of electronic devices. Our data management semiconductor
components provide high-performance clock management and data flow management for precision computing
and communications systems. Our standard semiconductor components serve as “building block” components
within virtually all electronic devices.

We serve a broad base of end-user markets, including computing, automotive electronics, consumer
electronics, industrial electronics, wireless communications and networking. Applications for our products in
these markets include portable eclectronics, computers, game stations, servers, automotive and industrial
automation control systems, routers, switches, storage-area networks and automated test equipment.

We have four main product lines: power management and standard analog devices, metal oxide
semiconductor (MOS) power devices, high frequency clock and data management devices and standard
components. Our extensive portfolio of devices enables us to offer advanced integrated circuits and the “building
block™ components that deliver system level functionality and design solutions. Qur product portfolio increased
from approximately 17,000 products in 2003 to approximately 26,000 products in 2004, due to the introduction
of additional lead-free products, and we shipped approximately 27.7 billion units in 2004. We specialize in micro
packages, which offer increased performance characteristics while reducing the critical board space inside
today’s ever shrinking electronic devices. We believe that our ability to offer a broad range of products provides
our customers with single source purchasing on a cost-effective and timely basis.

Our reportable segments, under generally accepted accounting principles, are aligned internally as the
Integrated Power Group and the Analog Products Group. In general, the power management and standard analog
product line as well as the high frequency clock and data management product line are aligned under the Analog
Products Group, while the MOS power devices product line and the standard components product line are
aligned under the Integrated Power Group. Our discussion of customers, trends and competitive conditions can
generally be aligned accordingly. Our standard logic product unit, however, whose results are included in the
Analog Products Group segment, is part of our standard components product line. The standard logic product
unit had revenues of approximately $89.7 million in 2004. In instances where the characteristics of the standard
components product line are significantly impacted by the standard logic product unit, these impacts are
addressed separately herein.

For required disclosures regarding our reportable segments, see Note 18, “Segment Information” of the
notes to our audited consolidated financial statements included elsewhere in this report. Also, see “Recent
Accounting Pronouncements” in Part II, Item 7 “Management’s Discussion and Analysis of Financial Condition
and Results of Operations” included elsewhere in this report for further discussion on the determination of our
reportable operating segments.

We have approximately 200 direct customers worldwide, and we also service approximately 320 significant
original equipment manufacturers indirectly through our distributor and electronic manufacturing service
provider customers. Our direct and indirect customers include: (1) leading original equipment manufacturers in a
broad variety of industries, such as Intel, Motorola, Nokia, Philips, Siemens and Sony; (2) electronic
manufacturing service providers, such as Flextronics, Jabil and Solectron; and (3) global distributors, such as
Arrow, Avnet, EBV Elektronik, Future, Solomon Enterprise and World Peace.
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We currently have design operations in Arizona, Rhode Island, Texas, China, the Czech Republic and
France, and we currently operate manufacturing facilities in Arizona, Rhode Island, China, the Czech Republic,
Japan, Malaysia, the Philippines and Slovakia. As discussed below, we plan to cease operations at our Rhode
Island manufacturing facility in the second quarter of 2005 and exit the facility in the fourth quarter of 2005.

Immediately prior to our August 4, 1999 recapitalization, we were a wholly-owned subsidiary of Motorola,
Inc. We held and continue to hold, through direct and indirect subsidiaries, substantially all of the assets and
operations of the Semiconductor Components Group of Motorola’s Semiconductor Products Sector. As a result
of the recapitalization, an affiliate of Texas Pacific Group owned approximately 91% and Motorola owned
approximately 9% of our outstanding common stock. In addition, as part of the recapitalization, an affiliate of
Texas Pacific Group received 1,500 shares and Motorola received 590 shares of our mandatorily redeemable
preferred stock with a liquidation value of $209.0 million plus accrued and unpaid dividends. Motorola also
received a $91.0 million junior subordinated note due 2011 issued by Semiconductor Components Industries,
LLC, our primary domestic operating subsidiary. Cash payments to Motorola in connection with the
recapitalization were financed through equity investments by affiliates of Texas Pacific Group totaling $337.5
million, borrowings totaling $740.5 million under our $875.0 million senior bank facilities and the issuance of
$400.0 million of 12% senior subordinated notes due August 2009. Because Texas Pacific Group’s affiliate did
not acquire substantially all of our common stock, the recapitalization did not impact the basis of our assets and
liabilities for financial reporting purposes. At the time of the recapitalization, Motorola agreed to provide us with
transition and manufacturing services in order to facilitate our transition to a stand-alone company independent
of Motorola. As of December 31, 2003, all transition and manufacturing services related to the recapitalization
agreement have been fulfilled.

On April 3, 2000, we acquired all of the outstanding capital stock of Cherry Semiconductor Corporation for
$253.2 million in cash (including acquisition related costs), which we financed with cash on hand and
borrowings of $220.0 million under our senior bank facilities. Cherry Semiconductor Corporation, which we
have renamed Semiconductor Components Industries of Rhode Island, Inc., designs and manufactures analog and
mixed signal integrated circuits for the power management and automotive markets.

On May 3, 2000, we completed the initial public offering of our common stock, selling 34.5 million shares
with an issue price of $16 per share. Net proceeds from the initial public offering (after deducting issuance costs)
were approximately $514.8 million. The net proceeds were used to redeem all outstanding preferred stock
(including accrued dividends), redeem a portion of the senior subordinated notes and prepay a portion of the
loans outstanding under the senior bank facilities.

On September 7, 2001, we obtained $100.0 million ($99.2 million, net of issuance costs) through an equity
investment by an affiliate of Texas Pacific Group, our principal shareholder. In this transaction, we issued 10,000
shares of mandatorily redeemable cumulative convertible preferred stock. This investment was required because
we were not in compliance with certain minimum interest expense coverage ratio and leverage ratio covenants
under our senior bank facilities. (See Note 9 ‘“Redeemable Preferred Stock™ of the notes to our audited
consolidated financial statements and “Management’s Discussion and Analysis of Financial Condition and
Results of Operations,” in each case included elsewhere in this report).

Since our 1999 recapitalization, we have had relatively high levels of long-term debt as compared to our
principal competitors. During 2002, 2003 and 2004, we engaged in several debt refinancing transactions, which
extended a portion of our debt maturities. Some of the transactions that extended our debt maturities also resulted
in an increase in our overall interest expense and others lowered our overall interest expense. In connection with
these transactions, we amended our senior bank facilities to, among other things, make our financial covenants
less restrictive on the whole.

In the second half of 2003 and continuing into 2004, we began undertaking measures to reduce our long-
term debt and related interest costs. We reduced both our total debt and interest expense as a result of our public
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offerings of common stock in September 2003 and February 2004, a portion of the proceeds from which we
applied to prepay and redeem a portion of our outstanding debt prior to scheduled maturity. We also lowered our
interest expense further as a result of the issuance of our zero coupon senior secured notes and the refinancing of
our senior bank facilities, the proceeds from which were used to repay higher interest notes.

See “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and Note 7
“Long-Term Debt” and Note 10 “Common Stock™ of the notes to our audited consolidated financial statements
included elsewhere in this report for further details on these financing activities.

Since the fourth quarter of 2000, we have been implementing profitability enhancement programs to
improve our cost structure and as a result, we expect to rank, as compared to our primary competitors, among the
lowest in terms of cost structure. In 2004, we realized approximately $73 million of cost savings as compared to
our cost structure during the third quarter of 2003. We believe that we achieved an estimated $114 million of cost
savings in 2003, as compared to our cost structure during the third quarter of 2002. These savings are as a result
of our manufacturing rationalization plan, reductions in non-manufacturing personnel and other cost controls.

Our 2004 profitability enhancement program includes the phase out of our manufacturing operations in East
Greenwich, Rhode Island that was announced in December 2003 and our assembly and test operations in the
Czech Republic that was announced in November 2003. We began to realize savings from this program during
the fourth quarter of 2004, with the full benefit expected to begin by the end of the third quarter of 2005. We
expect the full cost savings from these activities will produce at least $20 million to $25 million of annual cost
savings beginning in the third quarter of 2005. In the second quarter of 2004, we evaluated our operations in the
Czech Republic and determined certain overhead functions were no longer necessary as a result of our previously
announced transfer of our assembly and test operations in the Czech Republic to Malaysia and the Philippines.
We expect to achieve annual cost savings of $2.9 million beginning in the first quarter of 2005 as a result of these
actions.

In the first quarter of 2004, we entered into a five-year agreement with respect to the outsourcing of
information technology infrastructure. As part of the agreement, we sold certain system software modules,
resulting in a loss on disposal of assets of $12.0 million. As a result of these actions, starting in the second
quarter of 2004, we began to realize cost savings of approximately $1.0 million per quarter.

As part of these programs, we have offset the reduced capacity resulting from the closure of certain facilities
with more efficient, lower-cost projects that we expect will increase our overall capacity. Our profitability
enhancement programs will continue to focus on:

* consolidation of manufacturing sites to improve economies of scale;
+ transfer of production to lower cost regions;

* increase in die manufacturing capacity in a cost-effective manner by moving production from 4” to 6”
wafers and increasing the number of die per square inch;

« reduction of the number of new product platforms and process flows; and

» focusing production on profitable product lines.



Products and Technology

The following table provides information regarding our primary product lines:

Revenues
2004
2003
2002

Primary product function

Sample applications

Types of product

Representative original equipment
manufacturers customers and end users

Power control and
regulation in
portable and high-
power
applications.

Intelligent power
management and
battery protection
in portable
applications,
desktop
computers and
automotive
electronics.

Amplifiers,
comparators,
voltage regulators
and references,
AC-DC/DC-DC
converters.

Delphi

Delta

Intel

Motorola
Nokia

Seagate
Siemens
Sony-Ericsson
Vestel
Visteon

Power conditioning
and switching in a
broad range of
applications.

Power
management for
computers,
automobiles,
servers and battery
protection in
portable
applications.

Ignition insulated
gate bipolar
transistors
(IGBT’s), power
MOS field effect
transistors
(MOSFET’s).

Asustek
Delphi

Intel
Microsoft
Microstar
Motorola
Seagate
Siemens
Sony-Ericsson
Visteon

Interfacing and
synchronizing functions,
such as interconnecting
and routing (moving)
elegronic signals within
electronic systems.

Fast routing of signals
used in communication
and networking
switches, high-end
servers, high-
performance
workstations, storage
networks and precision
measurement test
systems.

Clock distribution,
drivers/receivers,
multiplexers, phase
detectors, prescalers.

Advantest
Agilent

Cisco Systems
Hewlett-Packard
Hitachi
Motorola

Nortel Networks
Siemens
Teradyne
Yokogawa

T

Power High Frequency Clock
Management MOS Power and Standard
and Standard Analog Devices Data Management Components(1)
$381.3 million $235.0 million $90.4 million $560.2 million(1)
$333.4 million $152.5 million $80.5 million $502.7 million(1)
$362.7 million $138.7 million $72.0 million $520.3 million(1)

Power control,
interface and data
protection in a
broad range of
products.

Power
management and
interface elements
for computer,
consumer and
portable equipment
and automotive
control systems.

Microlntegration™,
MiniGate™ logic,
small signal
transistors, zeners,
rectifiers, standard
logic integrated
circuits, bipolar
power transistors,
small signal diodes
and thyristors.

Delphi

Delta
Hewlett-Packard
Intel

LG

Motorola
Samsung
Siemens

Sony

Visteon

(1) Revenues for the standard components product line includes $89.7 million, $79.9 million and $92.2 million
of revenues from the standard logic product unit for the years 2004, 2003 and 2002, respectively.

Power Management and Standard Analog. One of the fastest growing segments within the analog market
is power management. We are a global supplier of power management analog products. We have a complete
power management portfolio in the six major product categories, which include DC/DC converters, AC/DC
converters, linear regulators, pulse width modulation (PWM)/power factor modulation (PFM) controllers, power
factor controller (PFC) pre-regulators and battery charging/management integrated circuits. Our products are
engineered and manufactured to meet the power management needs of high-performance applications in the
wireless, automotive and computing markets. Specifically in the computing market, we design controllers that
meet the power requirements for today’s advanced microprocessors.




MOS Power Devices. We are a global supplier of power devices and ignition insulated gate bipolar
transistors (IGBT’s). We have a complete power management portfolio of devices ranging from 8V up to 400V.
Our products are engineered and manufactured to meet the power management needs of high-performance
applications in the wireless, automotive and computing markets. We are advancing our portfolio to include multi
function integrated circuits (IC’s) and multi chip modules for the automotive and computing markets.

High Frequency Clock and Data Management. Our high frequency clock and data management products
consist primarily of high margin emitter-coupled logic products. We are the market leader in this area with a
market share in excess of 75%. We design and deliver application-specific integrated circuits using advanced
technologies that address the high-performance needs of networking infrastructure, advanced test equipment and
high end computing. Our extensive clock and data management portfolio, led by our GigaComm family, is
designed into state-of-the-art systems such as communication and networking switches, high-end servers, high-
performance work stations, storage networks and precision measurement test systems. We enable application
specific designs for today’s advanced networks, including Asynchronous Transfer Mode (ATM), Enterprise
Networks, Storage Area Networks (SAN) and Internet Protocol (IP) applications.

Standard Components.  We are a global supplier of standard semiconductors. We have special
competencies in manufacturing surface mount packages. Our broad product line includes Microlntegration™,
MiniGate™ logic, small signal transistors and diodes, zeners, rectifiers, standard logic integrated circuits, bipolar
power transistors and thyristors. Standard components are essential in substantially all modern pieces of
electronic equipment, including computers, printers, wireless communication devices, DVD and MP3 players,
video game consoles and automotive navigation systems.

Customers

We have been doing business with 45 of our 50 largest customers for more than five years. Sales agreements
with customers are renewable periodically and contain certain terms and conditions with respect to payment,
delivery, warranty and supply but do not require minimum purchase commitments. Most of our original
equipment manufacturer customers negotiate pricing terms with us on an annual basis near the end of the
calendar year while our other customers, including electronic manufacturer service providers, generally negotiate
pricing terms with us on a quarterly basis. Our products are ultimately purchased for use in a variety of end
markets: computing, automotive electronics, consumer electronics, industrial electronics, wireless
communications and networking. Sales to our largest customers, Arrow, Avnet and Motorola, accounted for
approximately 9%, 12% and 8%, respectively, of our revenue during 2004, as compared to 9%, 13% and 7%
during 2003 and 10%, 10% and 8% in 2002.

We generally warrant that products sold to our customers will, at the time of shipment, be free from defects
in workmanship and materials and conform to our approved specifications. Subject to certain exceptions, our
standard warranty extends for a period that is the greater of (1) three years from the date of shipment or (2) the
period of time specified in the customer’s standard warranty (provided that the customer’s standard warranty is
stated in writing and extended to purchasers at no additional charge). Warranty expense to date has been
minimal. Generally, our customers may cancel orders 30 days prior to shipment without incurring a significant
penalty. For additional information regarding agreements with our customers, see “Backlog” below.



The following table sets forth our principal end-user markets, the estimated percentage (based in part on
information provided by our distributors and electronic manufacturing service providers) of our revenues
generated from each end-user market during 2004, sample applications for our products and representative
original equipment manufacturer customers and end users.

End Markets for Our Products

Automotive Consumer Industrial Wireless
Computing Electronics Electronics Electronics Communications Networking
Approximate percentage of
our revenues 2004
TEVENUES . . ................ 24% 20% 18% 15% 16% 7%
Sample applications . ........ Computer *4 wheel drive ~ *DVD players, +Industrial *Cellular phones  *Routers and
monitors controllers cable decoders,  automation and (analog and switches
*Disk drives *Airbags set-top boxes control systems  digital) *Fiber optic
PC «Antilock and satellite eLamp ballasts  *Pagers networking
motherboards braking receivers (power systems *Wireless *Cellular
*Notebook systems *Home security for fluorescent  modems and base
power supplies *Automatic door  systems lights) wireless local stations and
locks and «Photocopiers *Large area networks infrastructure
windows *Scanners household *Ethernet
» Automatic *Small appliances cards and
transmissions household *Electric motor other
*Automotive appliances controllers network
entertainment  *Smartcards *Power supplies controllers
systems *TVs, VCRs and  for *High speed
*Engine other audio- manufacturing modems
management visual equipment (cable,
and ignition equipment *Surge xDSL and
systems sPower supplies  protectors ISDN)
*Fuel injection for consumer *Thermostats for *PBX
systems electronics industrial and telephone
«GPS and other consumer systems
navigation applications *Network
systems *Automatic test controllers
*LIN/CAN equipment
multiplexing
Representative
original equipment
manufacturer customers and
endusers ................, ACER Bosch Beko Advantest GVC Askey
Apple Cont’l/Temic  Echostar Artesyn LG Cisco
Asustek DaimlerChrysler Haier Delta Motorola ECI Telecom
Dell Delphi Motorola Honeywell Nokia Ericsson
Delta Hyundai Philips Siecor Sagem Fujitsu
Hewlett-Packard Motorola Samsung Siemans Samsung Hitachi
Intel Siemens VDO  Scientific Atlanta Teradyne Sony-Ericsson Huawea
Microsoft TRW Sony Tyco TCL Comm. Nortel
NEC Visteon Thompson Yokogawa V-Tech Siemens
Seagate Vestel Zhongxing

Original Equipment Manufacturers. Direct sales to original equipment manufacturers accounted for
approximately 42% of our revenues in 2004, approximately 42% in 2003 and approximately 48% in 2002. These
customers include a variety of companies in the electronics industry such as Intel, Motorola, Nokia, Philips,
Siemens and Sony, and in the automotive industry such as DaimlerChrysler, Delphi, TRW and Visteon. We
focus on three types of original equipment manufacturers: multi-nationals, selected regional accounts and target
market customers. Large multi-nationals and selected regional accounts, which are significant in specific
markets, are our core original equipment manufacturer customers. The target market customers in the
communications, power management and standard analog and the high frequency clock and data management
markets are original equipment manufacturers that are on the leading edge of specific technologies and provide
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direction for technology and new product development. Generally, our original equipment manufacturer
customers do not have the right to return our products other than pursuant to the provisions of our
standard warranty.

Distributors. Sales to distributors accounted for approximately 47% of our revenues in 2004,
approximately 47% in 2003 and approximately 41% in 2002. Our distributors, which include Arrow, Avnet, EBV
Elektronik, Future, Solomon Enterprise and World Peace resell to mid-sized and smaller original equipment

- manufacturers and to electronic manufacturing service providers and other companies. Sales to distributors are
typically made pursuant to agreements that provide return rights with respect to discontinued or slow-moving
products. Under certain agreements, distributors are allowed to return any product that we have removed from
our price book or that is more than four years older than the manufacturing code date. In addition, agreements
with our distributors typically contain standard stock rotation provisions permitting limited levels of product
returns. However, since we defer recognition of revenue and gross profit on sales to distributors until the
distributor resells the product, sales returns have minimal impact on our results of operations.

Electronic Manufacturing Service Providers. Direct sales to electronic manufacturing service providers
accounted for approximately 11% of our revenues in each of 2004, 2003 and 2002. Our largest electronic
manufacturing service customers are Flextronics, Jabil and Solectron. These customers are manufacturers who
typically provide contract manufacturing services for original equipment manufacturers. Originally, these
companies were involved primarily in the assembly of printed circuit boards, but they now typically provide
design, supply management and manufacturing solutions as well. Many original equipment manufacturers now
outsource a large part of their manufacturing to electronic manufacturing service providers in order to focus on
their core competencies. We are pursuing a number of strategies to penetrate this increasingly important
marketplace.

Manufacturing Operations

We operate our manufacturing facilities either directly or through a joint venture. Five of these are front-end
wafer facilities located in Japan, Slovakia, the Czech Republic, Malaysia and the United States; three are
assembly and test facilities located in China, Malaysia and the Philippines. In addition to these manufacturing
and assembly operations, our facility in Roznov, Czech Republic manufactures raw wafers that are used by a
number of our facilities.

During 2001, we decided to shut down our integrated facility in Guadalajara, Mexico and transfer the front-
end and assembly and test operations to other owned and contracted locations. Accordingly, the Guadalajara,
Mexico facility ceased operations in the second quarter of 2002 and was sold in the third quarter of 2003. In
November 2003, we announced our decision to discontinue our assembly and test operations at our site in
Roznov, Czech Republic and move these operations to our facility in Seremban, Malaysia and to contract
manufacturers. The transfer of assembly and test operations from our site in Roznov, Czech Republic was
completed in 2004. In December 2003, we announced our decision to phase out manufacturing operations at our
facility in East Greenwich, Rhode Island. We estimate this closure will be complete by the fourth quarter of
2005. We plan to transfer most of the production of this facility to our lower cost manufacturing facilities outside
of North America.



The table below sets forth information with respect to the manufacturing facilities we operate either directly
or through our joint venture, as well as the products produced at these facilities. The sizes of the locations
represent the approximate gross square feet of each site’s building and include, among other things,
manufacturing, laboratory, warehousing, office, utility, support and unused areas.

Size
Location Products (sq. ft.)
Front-end Facilities:
Phoenix, Arizona .. .................. High Frequency Clock and Data 1,600,000
Management — Standard Components
Aizu, Japan ........... ... ... . MOS Power Devices, Power 291,000
Management, Standard Analog and
Standard Components
Piestany, Slovakia ................... Standard Components — MOS Power 915,000
Devices
East Greenwich, Rhode Island ......... Power Management and Standard 209,000
Analog
Seremban, Malaysia (Site-2) ... ........ Standard Components 102,000
Roznov, Czech Republic .............. Power Management and Standard 430,000
Analog
Back-end Facilities:
Leshan,China ...................... Standard Components 264,000
Seremban, Malaysia (Site-1) ... ........ MOS Power Devices, Power 281,000

Management, Standard Analog and
Standard Components
Carmona, Philippines ................ High Frequency Clock and Data 192,000
Management — Power Management and
Standard Analog — Standard
Components

Other Facilities:
Roznov, Czech Republic ... ........... Silicon wafers 200,000

Our operations in the Czech Republic are held through a publicly traded Czech company, of which we
owned approximately 90% of the outstanding equity interests as of December 31, 2004. We purchased 100%,
100% and 95% of the raw wafer output in 2004, 2003 and 2002, respectively, and purchased the entire output of
the integrated facility for all three years. In 2001, we entered into a new seven-year agreement with this
subsidiary pursuant to which we have agreed to purchase minimum amounts of product based on our forecasted
quarterly requirements. In 2003 we amended our agreement with this subsidiary to provide them an operating
profit of 10.5% on intercompany transactions.

We operate an assembly and test operations facility in Leshan, China. We own this facility through a joint
venture company, Leshan-Phoenix Semiconductor Company Limited (“Leshan”), of which we owned a majority
of the outstanding equity interests as of December 31, 2004. Our investment in Leshan has been consolidated in
our financial statements. OQur joint venture partner, Leshan Radio Company Ltd., is a formerly state-owned
enterprise. Pursuant to the joint venture agreement, requests for production capacity are made to the board of
directors of Leshan by each shareholder of the joint venture. Each request represents a purchase commitment by
the requesting shareholder, provided that the shareholder may elect to pay the cost associated with the unused
capacity (which is generally equal to the fixed cost of the capacity) in lieu of satisfying the commitment. We
committed to purchase 86%, 82% and 85% of Leshan’s production capacity in 2004, 2003 and 2002,
respectively, and are currently committed to purchase approximately 84% of Leshan’s expected production
capacity in 2005. In 2004, 2003 and 2002, we incurred $0.5 million, $0.5 million and $1.5 million in
underutilization charges, respectively. As part of our manufacturing agreements with Leshan, we supply die used
in the production process.
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The Leshan facility is one of our lowest cost manufacturing operations, and we anticipate that any future
expansion of our manufacturing capacity would involve this facility. In June 2002, we obtained approval from
the Chinese government for the Leshan joint venture to invest up to $231 million in semiconductor operations,
which is in addition to the $278 million originally approved. In 2004, we committed to make capital
contributions of approximately $25 million to this joint venture by 2012, subject to market conditions. We have
the ability to time these expenditures at our discretion to meet market demand. We also use third-party
contractors for some of our manufacturing activities, primarily for wafer fabrication and the assembly and testing
of finished goods. Our agreements with these contract manufacturers typically require us to forecast product
needs and commit to purchase services consistent with these forecasts. In some cases, longer-term commitments
are required in the early stages of the relationship. These contract manufacturers, including AIT, ASE, KEC,
MagnaChip, Phenitec and PSI, accounted for approximately 28%, 26% and 30% of our manufacturing costs in
2004, 2003 and 2002, respectively.

We entered into an agreement with Motorola to continue to provide manufacturing services to each other for
limited periods following our 1999 recapitalization. We negotiated fixed prices with Motorola for the services
covered by these agreements to approximate each party’s cost of providing the services. For 2003 and 2002,
Motorola purchased $3.4 million and $1.4 million, respectively, of manufacturing services from us with no
minimum purchase commitments going forward at this time. These purchases are classified as revenues in our
financial statements. We purchased $8.9 million and $14.3 million of manufacturing services from Motorola in
2003 and 2002, respectively, fulfilling our minimum commitments to purchase manufacturing services from
Motorola during such periods. We currently have no minimum commitments to purchase manufacturing services
from Motorola related to the recapitalization agreement mentioned above.

Raw Materials

Our manufacturing processes use many raw materials, including silicon wafers, copper lead frames, mold
compound, ceramic packages and various chemicals and gases. We obtain our raw materials and supplies from a
large number of sources on a just-in-time basis and material agreements with our suppliers that impose minimum
or continuing supply obligations are reflected in our table showing commitments, contingencies and indemnities
in Part II, Item 7 “Management’s Discussion and Analysis of Financial Condition and Results of Operations”
below. From time to time, suppliers may extend lead times, limit supplies or increase prices due to capacity
constraints or other factors. Although we believe that supplies of the raw materials we use are currently and will
continue to be available, shortages could occur in various essential materials due to interruption of supply or
increased demand in the industry.

Sales, Marketing and Distribution

As of December 31, 2004, our global sales and marketing organization consisted of approximately 484
professionals operating out of approximately 50 offices and serving customers in 45 countries. We support our
customers through logistics organizations and just-in-time warehouses. Global and regional distribution channels
further support our customers’ needs for quick response and service. We offer efficient, cost-effective internet-
based applications support from our laboratories in the Czech Republic, China and the United States. Through
on-line connectivity, applications developed in one region of the world are now instantaneously available to all
other regions. Motorola agreed to provide us with worldwide shipping and freight services for a period of up to
three years following our 1999 recapitalization. This resulted in better prices than we could obtain from third
parties. As a result of cost increases resulting from the termination of the shipping and freight service agreement
in July 2002, our shipping and freight costs increased by approximately $11 million in 2002 as compared to
2001. We negotiated improved freight agreements and changed some logistic flows which offset a portion of the
increase in our 2003 total freight costs as compared to 2002. In 2004 we further improved our cost structure
related to freight, shipping and logistical services by opening new global distribution centers in the Philippines
and Shanghai, China and improved domestic shipping and customs clearance operations, and as a result we
achieved approximately $9.0 million of cost savings related to our freight and logistical support operations
compared to 2003.
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Patents, Trademarks, Copyrights and Other Intellectual Property Rights

We market our products under our registered trademark ON Semiconductore and our ON logo. We own
rights to a number of patents, trademarks, copyrights, trade secrets, and other intellectual property directly related
to and important to our business. In connection with our 1999 recapitalization, Motorola assigned, licensed or
sublicensed, as the case may be, to us certain intellectual property to support and continue the operation of our
business. As of January 26, 2005, we had approximately 511 U.S. and foreign patents and approximately 252
patent applications pending worldwide. Our patents have expiration dates ranging from 2005 to 2023. None of
our patents that expire in the near future materially affect our business. Additionally, we hold more than 230 U.S.
and foreign trademarks and applications. Our policy is to protect our products and processes by asserting our
intellectual property rights where appropriate and prudent and by obtaining patents, copyrights and other
intellectual property rights used in connection with our business when practicable and appropriate.

Under an intellectual property agreement that we entered into with Motorola as part of our 1999
recapitalization, Motorola assigned to us approximately 295 U.S. patents and patent applications, approximately
292 foreign patents and patent applications, rights to over 50 trademarks (not including the Motorola name)
previously used in connection with our products, rights in know-how relating to at least 39 semiconductor
fabrication processes and rights in specified copyrightable materials. In addition, Motorola licensed on a non-
exclusive, royalty-free basis other patent, trademark, copyright and know-how rights used in connection with our
then existing products and products contemplated in our long-range plans. We have perpetual, royalty-free,
worldwide rights under Motorola’s patent portfolio and other intellectual property, existing as of the date of our
recapitalization or created in the five years thereafter (the five-year period existing only with respect to patents),
as necessary to manufacture, market and sell our then existing and long range plan product lines. Additionally,
Motorola provided us with a limited indemnity umbrella to protect us from certain infringement claims by third
parties who had granted Motorola licenses as of the date of our recapitalization, which assisted us in developing
our own patent position and licensing program. We believe that we have the right to use all Motorola-owned
technology used in connection with the products we currently offer.

Seasonality

Historically, our revenues have been affected by the seasonal trends of the semiconductor and related
industries. As a result of these trends, we have typically experienced sales increases in the first two quarters of
the year and relatively flat sales levels in the third and fourth quarters. However, beginning in 2001, various
events have disrupted this pattern. In 2001, revenues declined due to slowing demand in the semiconductor
market and the general economic decline. In 2002 and 2003, revenues fluctuated within a narrow range and in
2004 revenues increased in the first and second quarter, but declined in the last two quarters. At this time, it is
unclear when the semiconductor industry is going to return to the seasonal trends that existed prior to 2001.

Backlog

Our trade sales are made primarily pursuant to standard purchase orders that are booked as far as 26 weeks
in advance of delivery. Generally, prices and quantities are fixed at the time of booking. Backlog as of a given
date consists of existing orders and forecasted demands from our Electronic Data Interface customers, in each
case scheduled to be shipped over the 13-week period following such date. Backlog is influenced by several
factors including market demand, pricing and customer order patterns in reaction to product lead times. Because
we record revenues on a “sell-through” basis, backlog comprised of orders from distributors will not result in
revenues until the distributors sell the products ordered. During 2004, our backlog at the beginning of each
quarter represented between 90% and 100% of actual revenues during such quarter. As manufacturing capacity
utilization in the industry increases, customers tend to order products further in advance and, as a result, backlog
at the beginning of a period as a percentage of revenues during such period is likely to increase.

In the semiconductor industry, backlog quantities and shipment schedules under outstanding purchase orders
are frequently revised to reflect changes in customer needs. Agreements calling for the sale of specific quantities
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are either contractually subject to quantity revisions or, as a matter of industry practice, are often not enforced.
Therefore, a significant portion of our order backlog may be cancelable. For these reasons, the amount of backlog
as of any particular date may not be an accurate indicator of future results.

We sell products to key customers pursuant to contracts that allow us to schedule production capacity in
advance and allow the customers to manage their inventory levels consistent with just-in-time principles while
shortening the cycle times required to produce ordered products. However, these contracts are typically amended
to reflect changes in customer demands and periodic price renegotiations.

Competition

The semiconductor industry, particularly the market for general-purpose semiconductor products like ours,
is highly competitive. Although only a few companies compete with us in all of our product lines, we face
significant competition within each of our product lines from major international semiconductor companies, as
well as smaller companies focused on specific market niches. Because our components are often building block
semiconductors that in some cases can be integrated into more complex integrated circuits, we also face
competition from manufacturers of integrated circuits, application-specific integrated circuits and fully
customized integrated circuits, as well as customers who develop their own integrated circuit products. (See
“Risk Factors — Competition in our industry could prevent us from maintaining our revenues and from raising
prices to offset increases in costs” elsewhere in this report.)

We compete with respect to power management and standard analog products, standard components, MOS
power devices and high frequency clock and data management products in the following manner:

Power Management and Standard Analog product line

The principal methods of competition in this product line are new product innovation, technical
performance, quality, service and price. Our competitive strengths in this product line are our strong technology
and design resources, our industry recognition in applications, such as automotive and computing, and our
market share in this product line. Our significant competitors in this market include Fairchild, Linear
Technology, Maxim, National Semiconductor, ST Microelectronics and Texas Instruments. Several of these
competitors are larger in scale and size, have substantially greater financial and other resources with which to
pursue development, engineering, manufacturing, marketing and distribution of their products and are better able
to withstand adverse economic or market conditions. A competitive challenge in this product line is our small
market share with certain Japanese customers that tend to favor local suppliers for their new product designs. If
we are not identified as a vendor in the product design phase, in most cases it is difficult to convince the
manufacturer of the product to substitute our components during the production phase.

Standard Components product line

The principal methods of competition in this product line are price, technical performance, quality and
service. Our competitive strengths in this product line are the breadth of our portfolio, our low cost
manufacturing capability, our global market presence and our ability to service broad application market
segments. The strong acceptance of ON’s Microlntegration™ capability (with ability to integrate both active and
passive components in multi-chip or monolithic approaches) into various applications in our existing markets is
an additional competitive strength in this product line. Our significant competitors in this market include
Fairchild, Infineon, Philips, Renesas, Rohm, ST Microelectronics, Toshiba and Vishay. Several of these
competitors are larger in scale and size, have substantially greater financial and other resources with which to
pursue development, engineering, manufacturing, marketing and distribution of their products and are better able
to withstand adverse economic or market conditions. If we are not identified as a vendor in the product design
phase, in most cases it is difficult to convince the manufacturer of the product to substitute our components
during the production phase.
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MOS Power Devices product line

The principal methods of competition in this product line are new product innovation, technical
performance, price, quality and service. Qur competitive strengths in this product line are our strong presence in
areas such as IGBT’s and low voltage planar technology, our broad product offering and our state-of-the-art
trench technology. Our significant competitors in this market include Fairchild, Infineon, International Rectifier,
Philips, ST Microelectronics and Vishay. Several of these competitors are larger in scale and size, have
substantially greater financial and other resources with which to pursue development, engineering,
manufacturing, marketing and distribution of their products and are better able to withstand adverse economic or
market conditions. If we are not identified as a vendor in the product design phase, in most cases it is difficult to
convince the manufacturer of the product to substitute our components during the production phase.

High Frequency Clock and Data Management product line

The principal methods of competition in this product line are new product innovation, technical
performance, quality, service and price. Qur competitive strengths in this product line are our use of specialized
high speed materials like silicon germanium and the volume benefits which come from being one of the largest
suppliers in this market. Our significant competitors in this market include Fairchild, Maxim, Micrel, Motorola
and Semtech. Although we have a significant share in this market, the total potential revenue has been reduced
commensurate with the downturn in the networking, telecommunications and automated test equipment market
segments, which currently drive the applications for this product.

Research and Development

Company-sponsored research and development costs in 2004, 2003 and 2002 were $94.4 million (7.5% of
revenues), $85.5 million (8.0% of revenues) and $81.5 million (7.5% of revenues), respectively. The primary
emphasis of our new product development efforts is on power management and standard analog and high
frequency clock and data management solutions, the highest margin product lines within our portfolio, with
approximately 70% of our overall research and development investments currently targeted in these areas. As a
result of the success of our research and development initiatives, excluding the introduction of lead-free products
we introduced 119 new products in 2004, 260 new products in 2003 and 176 new products in 2002.

Government Regulation

Our manufacturing operations are subject to environmental and worker health and safety laws and
regulations. These laws and regulations include those relating to emissions and discharges into the air and water;
the management and disposal of hazardous substances; the release of hazardous substances into the environment
at or from our facilities and at other sites; and the investigation and remediation of resulting contamination.

Our manufacturing facility in Phoenix, Arizona is located on property that is a “Superfund” site, a property
listed on the National Priorities List and subject to clean-up activities under the Comprehensive Environmental
Response, Compensation, and Liability Act. Motorola is actively involved in the cleanup of on-site solvent
contaminated soil and groundwater and off-site contaminated groundwater pursuant to consent decrees with the
State of Arizona. As part of our 1999 recapitalization, Motorola has retained responsibility for this
contamination, and has agreed to indemnify us with respect to remediation costs and other costs or liabilities
related to this matter.

Manufacturing facilities in Slovakia and those of our majority-owned subsidiary in the Czech Republic have
ongoing remediation projects to respond to releases of hazardous substances that occurred during the years that
these facilities were operated by government-owned entities. In each case, these remediation projects consist
primarily of monitoring groundwater wells located on-site and off-site with additional action plans developed to
respond in the event activity levels are exceeded at each of the respective locations. The governments of the
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Czech Republic and Slovakia have agreed to indemnify us and the respective subsidiaries, subject to specified
limitations, for remediation costs associated with this historical contamination. Based upon the information
available, we do not believe that total future remediation costs to us will be material.

Our manufacturing facility in East Greenwich, Rhode Island has adjoining property that has localized soil
contamination. In connection with the purchase of the facility, we entered into a Settlement Agreement and
Covenant Not To Sue with the State of Rhode Island. This agreement requires that remedial actions be undertaken
and a quarterly groundwater monitoring program be initiated by the former owners of the property. Based on the
information available, we do not believe that any costs to us in connection with this matter will be material.

We believe that our operations are in material compliance with applicable environmental and health and
safety laws and regulations. We do not expect the cost of compliance with existing environmental and health and
safety laws and regulations, and liability for currently known environmental conditions, to have a material
adverse effect on our business or prospects. It is possible, however, that future developments, including changes
in laws and regulations, government policies, customer specification, personnel and physical property conditions,
including currently undiscovered contamination, could lead to material costs.

Employees

As of December 31, 2004, we had approximately 10,325 employees worldwide. We do not currently have
any collective bargaining arrangements with our employees, except for those arrangements, such as works
councils, that are obligatory for all employees or all employers in a particular industry under applicable foreign
law. Of the total number of our employees as of December 31, 2004, approximately 9,004 were engaged in
manufacturing and information services, approximately 484 were engaged in our sales and marketing
organization which includes customer service, approximately 326 were engaged in administration and
approximately 511 were engaged in research and development.

Executive Officers of the Registrant

See Part III, Irem 10 “Directors and Executive Officers of the Registrant” of this report for information
concerning executive officers.

Geographical Information

For certain geographic operating information, see Note 18, “Segment Information” of the notes to our
audited consolidated financial statements and Management’s Discussion and Analysis of Financial Condition and
Results of Operations, in each case, as included elsewhere in this report. For information regarding the risks
associated with our foreign operations, see Management’s Discussion and Analysis of Financial Condition and
Results of Operations — Trends, Risks and Uncertainties — “Our international operations subject us to risks
inherent in doing business on an international level that could adversely impact our results of operations”
elsewhere in this report.

Available Information

We make our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K
and all amendments to those reports available, free of charge, in the “Investor Relations™ section of our Internet
website at http://www.onsemi.com as soon as reasonably practicable after we electronically file this material
with, or furnish this material to, the Securities and Exchange Commission (the SEC).

You may also read or'copy any materials that we file with the SEC at their Public Reference Room at 450
Fifth Street, NW, Washington, DC 20549. You may obtain additional information about the Public Reference
Room by calling the SEC at 1-800-SEC-0330. Additionally, you will find these materials on the SEC Internet site
at http://www.sec.gov that contains reports, proxy statements and other information regarding issuers that file
electronically with the SEC.
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Item 2. Properties

In the United States, our corporate headquarters as well as manufacturing, research and development and
warehouse operations are located in approximately 1.8 million square feet of space in properties that we own in
Phoenix, Arizona and East Greenwich, Rhode Island. We also lease properties around the world for use as sales
offices, research and development labs, warehouses, logistic centers and trading offices. The size and/or location
of these properties change from time to time based on business requirements. We operate distribution centers,
which are leased or contracted through a third party, in locations throughout Asia, Europe and the Americas. We
own our manufacturing facilities in the United States, Japan, Malaysia, the Philippines, Slovakia and the Czech
Republic. These facilities are primarily manufacturing operations, but also include office, utility, laboratory,
facilities, warehouse and unused space. Qur joint venture in Leshan, China also owns manufacturing, warehouse,
laboratory, office and unused space.

In November 2003, we announced our decision to discontinue our assembly and test operations at our site in
Roznov, Czech Republic and move these operations to our facility in Seremban, Malaysia and to contract
manufacturers. The transfer of manufacturing was completed in 2004. In December 2003, we announced our
decision to phase out manufacturing operations at our facility in East Greenwich, Rhode Island. We estimate this
closure will be complete by the fourth quarter of 2005. We plan to transfer the majority of the production from
this facility to our lower cost manufacturing facilities outside of North America, resulting in an expected
reduction of 325 jobs.

As part of our 1999 recapitalization, Motorola conveyed to us the surface rights to a portion of the land
located at our Phoenix facility, excluding the subsurface rights, and conveyed buildings located at the Phoenix
facility. These buildings do not include any treatment facilities relating to Motorola’s environmental clean-up
operations at the Phoenix facility. We executed a declaration of covenants, easements and restrictions with
Motorola providing access easements for the parties and granting to us options to purchase or to lease the
subsurface rights of the land. Motorola leased approximately 70,000 square feet of space at our Phoenix facility
pursuant to an agreement that expired in June 2003. Motorola ceased manufacturing at our Phoenix facility
during 2002 and substantially removed their equipment, material and personnel from the site as of December 31,
2002.

We believe that our facilities around the world, whether owned or leased, are well maintained. We believe
that we have sufficient access to productive capacity to meet our needs for the majority of the products in our
business lines for the foreseeable future.

We have pledged substantially all of our tangible and intangible assets and similar assets of each of our
existing and subsequently acquired or organized domestic subsidiaries (but no more than 65% of the capital stock
of foreign subsidiaries held by them) to secure our senior bank facilities.

Item 3. Legal Proceedings

We currently are involved in a variety of legal matters that arise in the normal course of business. Based on
information currently available, management does not believe that the ultimate resolution of these matters,
including the matters described in the next paragraphs, will have a material adverse effect on our financial
condition, results of operations or cash flows.

Securities Class Action Litigation

During the period July 5, 2001 through July 27, 2001, we were named as a defendant in three shareholder
class action lawsuits that were filed in federal court in New York City against us and certain of our former
officers, current and former directors and the underwriters for our initial public offering. The lawsuits allege
violations of the federal securities laws and have been docketed in the U.S. District Court for the Southern
District of New York as: Abrams v. ON Semiconductor Corp., et al., C.A. No. 01-CV-6114; Breuer v. ON
Semiconductor Corp., et al., C.A. No. 01-CV-6287; and Cohen v. ON Semiconductor Corp., et al., C.A.
No. 01-CV-6942. On April 19, 2002, the plaintiffs filed a single consolidated amended complaint that supersedes
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the individual complaints originally filed. The amended complaint alleges, among other things, that the
underwriters of our initial public offering improperly required their customers to pay the underwriters’ excessive
commissions and to agree to buy additional shares of our common stock in the aftermarket as conditions of
receiving shares in our initial public offering. The amended complaint further alleges that these supposed
practices of the underwriters should have been disclosed in our initial public offering prospectus and registration
statement. The amended complaint alleges violations of both the registration and antifraud provisions of the
federal securities laws and seeks unspecified damages. We understand that various other plaintiffs have filed
substantially similar class action cases against approximately 300 other publicly traded companies and their
public offering underwriters in New York City, which have all been transferred, along with the case against us, to
a single federal district judge for purposes of coordinated case management. We believe that the claims against
us are without merit and have defended, and intend to continue to defend, the litigation vigorously. The litigation
process is inherently uncertain, however, and we cannot guarantee that the outcome of these claims will be
favorable for us.

On July 15, 2002, together with the other issuer defendants, we filed a collective motion to dismiss the
consolidated, amended complaints against the issuers on various legal grounds common to all or most of the
issuer defendants. The underwriters also filed separate motions to dismiss the claims against them. In addition,
the parties have stipulated to the voluntary dismissal without prejudice of our individual former officers and
current and former directors who were named as defendants in our litigation, and they are no longer parties to the
litigation. On February 19, 2003, the Court issued its ruling on the motions to dismiss filed by the underwriter
and issuer defendants. In that ruling the Court granted in part and denied in part those motions. As to the claims
brought against us under the antifraud provisions of the securities laws, the Court dismissed all of these claims
with prejudice, and refused to allow plaintiffs the opportunity to re-plead these claims. As to the claims brought
under the registration provisions of the securities laws, which do not require that intent to defraud be pleaded, the
Court denied the motion to dismiss these claims as to us and as to substantially all of the other issuer defendants
as well. The Court also denied the underwriter defendants’ motion to dismiss in all respects.

In June 2003, upon the determination of a special independent committee of our Board of Directors, we
elected to participate in a proposed settlement with the plaintiffs in this litigation. If ultimately approved by the
Court, this proposed settlement would result in a dismissal, with prejudice, of all claims in the litigation against
us and against any of the other issuer defendants who elect to participate in the proposed settlement, together
with the current or former officers and directors of participating issuers who were named as individual
defendants. The proposed settlement does not provide for the resolution of any claims against the underwriter
defendants, and the litigation against those defendants is continuing. The proposed settlement provides that the
class members in the class action cases brought against the participating issuer defendants will be guaranteed a
recovery of $1 billion by the participating issuer defendants. If recoveries totaling less than $1 billion are
obtained by the class members from the underwriter defendants, the class members will be entitled to recover the
difference between $1 billion and the aggregate amount of those recoveries from the participating issuer
defendants. If recoveries totaling $1 billion or more are obtained by the class members from the underwriter
defendants, however, the monetary obligations to the class members under the proposed settlement will be
satisfied. In addition, we and any other participating issuer defendants will be required to assign to the class
members certain claims that we may have against the underwriters of our initial public offerings.

The proposed settlement contemplates that any amounts necessary to fund the settlement or settlement-
related expenses would come from participating issuers’ directors and officers’ liability insurance policy
proceeds, as opposed to funds of the participating issuer defendants themselves. A participating issuer defendant
could be required to contribute to the costs of the settlement if that issuer’s insurance coverage were insufficient
to pay that issuer’s allocable share of the settlement costs. We expect that our insurance proceeds will be
sufficient for these purposes and that we will not otherwise be required to contribute to the proposed settlement.

Consummation of the proposed settlement is conditioned upon obtaining both preliminary and final
approval by the Court. Formal settlement documents were submitted to the Court in June 2004, together with a
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motion asking the Court to preliminarily approve the form of settlement. Certain underwriters who were named
as defendants in the settling cases, and who are not parties to the proposed settlement, opposed preliminary
approval of the proposed settlement of those cases. On February 15, 2005, the Court issued an order preliminarily
approving the proposed settlement in all respects but one. The plaintiffs and the issuer defendants are in the
process of assessing whether to proceed with the proposed settlement, as modified by the Court. If the plaintiffs
and the issuer defendants elect to proceed with the proposed settlement, as modified by the Court, they will
submit revised settlement documents to the Court. The underwriter defendants may then have an opportunity to
object to the revised settlement documents. If the Court approves the revised settlement documents, it will direct
that notice of the terms of the proposed settlement be published in a newspaper and mailed to all proposed class
members and schedule a fairness hearing, at which objections to the proposed settlement will be heard.
Thereafter, the Court will determine whether to grant final approval to the proposed settiement.

If the proposed settlement described above is not consummated, we intend to continue to defend the
litigation vigorously. While we can make no promises or guarantees as to the outcome of these proceedings, we
believe that the final result of these actions will have no material effect on our consolidated financial condition,
results of operations or cash flows.

AMS Matter

On March 22, 2005, we entered into a settlement agreement with Austriamicrosystems, AG (“AMS”)
regarding a pending lawsuit. Under the settlement agreement we paid AMS $2.4 million in cash upon the signing
of the agreement. The settlement agreement includes, among other things, a full and complete mutual release of
any and all claims, except for any claims arising out of the arbitration described below. It also provides that the
pending litigation will be dismissed with prejudice and each party will bear its own costs and fees incurred in
connection with the litigation. The settlement agreement requires that we and AMS enter into final, binding and
non-appealable arbitration limited to one unresolved issue associated with the pending litigation, which
arbitration shall be held on or before September 1, 2005. If the arbitrator rules in favor of AMS, we will pay an
additional $2.2 million within fifteen days of the ruling by the arbitrator. If the arbitrator rules in favor of us,
AMS will not be entitled to any additional amounts of money from us. Each party shall bear its own costs and
fess incurred in connection with the arbitration, and the parties will each pay fifty percent of the costs and fees of
the arbitrator. We had previously reserved $2.5 million as a reasonable loss estimate of the loss exposure for this
matter.

The matter originated out of an action filed in October 2003 in Arizona Superior Court by AMS against us.
The complaint (i) alleges that we breached a foundry agreement entered into in 2000 under which AMS was to
provide services to us, and (ii) claims tortious interference with contract. The complaint seeks approximately
$5.8 million in contract damages, plus interest, costs, attorneys’ fees and exemplary damages.

We plan to vigorously defend ourselves at the arbitration and believe that we will prevail at the proceeding,
although there can be no assurances that this will in fact occur. We believe that the outcome will not have a
material adverse effect on our consolidated financial condition, results of operation or cash flows.

See Part [, Item 1 “Government Regulation” of this report for information on certain environmental matters.

Item 4. Submission of Matters to a Vote of Security Holders

None.

18




PART 11

Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters and Issuer Purchases of
Equity Securities

Our common stock has traded under the symbol “ONNN” on the Nasdaq National Market since April 28,
2000, except for the period from October 25, 2002 until September 3, 2003 during which our common stock was
quoted on the Nasdaq SmallCap Market. The following table sets forth the high and low closing sale prices for
our common stock for the fiscal periods indicated as reported by the Nasdaq National Market or the Nasdaq
SmallCap Market, as applicable.

Range of Sales Price
High Low

2004

FIrSt QUAITET . .\ ettt e e et e e e e e $9.0000  $6.3500
Second QUArEr . ..., .ottt $7.8900  $4.2200
Third QUarter . . ... e $4.0000  $2.5700
Fourth QUATtEr .. ... .ottt $4.5400  $3.0200
2003

First QUarter .. ...ttt $1.9500  $1.0400
Second QUArter .. ...\ttt $2.7100  $1.0300
Third QUarter . . ... ... e $5.4600  $2.6900
Fourth QUarter .. .. .oot it e e e $7.0500  $4.1900

As of March 7, 2005, there were approximately 243 record holders of our common stock and 255,072,258
shares of common stock outstanding.

We have neither declared nor paid any cash dividends on our common stock since our initial public offering,
and we do not presently intend to do so. Our future dividend policy with respect to our common stock will
depend upon our earnings, capital requirements, financial condition, debt restrictions and other factors deemed
relevant by our Board of Directors. Each of our senior bank facilities, convertible notes and preferred stock
restricts our ability to pay cash dividends to our common stockholders.

Equity Compensation Plan Table

Information concerning equity compensation plans is incorporated by reference from the text under the
caption “Equity Compensation Plan Table” in our Proxy Statement for our May 18, 2005 Annual Meeting of
Stockholders.
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Item 6. Selected Financial Data

The following table sets forth certain of our selected financial data for the periods indicated. The statement
of operations and balance sheet data set forth below for the years ended December 31, 2004, 2003, 2002, 2001
and 2000 are from our audited consolidated financial statements. You should read this information in conjunction
with “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and our audited
consolidated financial statements included elsewhere in this report.

Year ended December 31,
2004 2003 2002 2001 2000
(in millions, except per share data)

Statement of Operations data (1):

Revenues ...t i $1,266.9 $1,069.1 $1,093.7 $1,223.2 $2,083.3
Write-off of acquired in-process research and
development (2) .. ... — — — — 26.9
Restructuring, asset impairments and other, net (3} ..... 19.6 61.2 27.7 150.4 4.8
Loss on debt prepayment (4) .. ....... ... ... ... (159.7) (1.7) (6.5) — (29.2)
Loss before cumulative effect of accounting change . ... (123.7)  (1452) (1419 (715.0) 62.3
Cumulative effect of accounting change (5) ........... — (21.5) — (116.4) —
Netincome (1088) (6) ... ... it it iien (123.7)  (166.7) (141.9) (831.4) 62.3
Diluted earnings per common share before cumulative
effect of accounting change (7) .. ................. $ (055 % (0.83) $ (0.86) $§ 4.21) $§ 0.38
Diluted earnings per common share (7) .............. $ (055) % (094 § (0.86) $ (4.88) $ 0.38
December 31,
2004 2003 2002 2001 2000
{in millions)
Balance Sheet data:
TOotal @SSELS . .o\ttt $1,110.1 $1,164.5 $1,2584 $1,399.2 $2,050.2
Long-term debt, less current portion . ................ 1,131.8  1,291.5 14034 1,3945 1,263.2
Redeemable preferred stock (8) .................... 131.1 119.7 110.1 101.6 —
Stockholders’ equity (deficit) .............. ... ..., (537.8) (644.6) (662.1) (517.4) 337.7

(1) In the second quarter of 2003, we adopted Financial Accounting Standards Board (“FASB”) Interpretation
No. 46, Consolidation of Variable Interest Entities, an Interpretation of ARB No. 51, as amended December
2003 (“FIN No. 46”). FIN No. 46 requires that certain variable interest entities be consolidated by the
primary beneficiary, as that term is defined in FIN No. 46. We determined that our investment in Leshan-
Phoenix Semiconductor Company Limited meets the definition of a variable interest entity as our economic
interest in Leshan is proportionately greater than our ownership interest in Leshan and, therefore, our
investment in Leshan should be consolidated under FIN No. 46. We had previously accounted for our
investment in Leshan using the equity method. While consolidation of our investment in Leshan did not
impact our previously reported net income (loss) or stockholders’ equity (deficit), financial information for
periods beginning on or after January 1, 2000 that appears in this form 10-K has been revised for
comparative purposes as allowed by FIN No. 46. Financial information for the periods following our
August 4, 1999 recapitalization and ending prior to January 1, 2000 that appears in this document or in those
incorporated by reference have not been so revised as the impact is not material to those periods.

(2) The write-off of acquired in-process research and development relates to our April 2000 acquisition of
Cherry Semiconductor Corporation.

(3) Restructuring, asset impairments and other, net include employee severance and other exit costs associated
with our worldwide profitability enhancement programs, asset impairments, executive severance costs, a
$12.4 million gain in 2002 associated with the settlement of various contractual issues with Motorola and a
$4.6 million gain in 2003 associated with the sale of our Guadalajara property.
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In 2004, this charge included $114.0 million in redemption premiums, consent fees, incentive fees, dealer
manager fees and certain third party costs and $45.7 million in capitalized closing costs and unamortized
debt discounts that were written off associated with our various refinancing activities. In 2002 and 2003, the
charge represents the write-off of capitalized debt issuance costs and certain third party expenses in
connection with the prepayment of a portion of our senior bank facilities. In 2000, the charge relates to
repayment penalties, redemption premiums and the write-off of capitalized debt issuance costs in connection
with the repayment of a portion of our senior subordinated notes from a portion of the proceeds of our initial
public offering of common stock.

Effective January 1, 2001, we changed our accounting method for recognizing revenue on sales to
distributors. Recognition of revenue and the related gross profit on sales to distributors is now deferred until
the distributor resells the product to the end user. The cumulative effect of this accounting change for
periods prior to January 1, 2001 was a charge of $155.2 million ($116.4 million, net of taxes). During the
second quarter of 2003, we changed our method of accounting for net unrecognized actuarial gains or losses
relating to our defined benefit pension obligations. Historically, we amortized our net unrecognized
actuarial gains or losses over the average remaining service lives of active plan participants, to the extent
that such net gains or losses exceeded the greater of 10% of the related projected benefit obligation or plan
assets. Effective January 1, 2003, we no longer defer actuarial gains or losses and will recognize such gains
and losses during the fourth quarter of each year, which is the period in which our annual pension plan
actuarial valuations are prepared. The impact of this change for periods prior to January 1, 2003 was a
charge of $21.5 million, both before and after income taxes.

The net loss for 2001 includes a charge of $366.8 million to establish a valuation allowance for a portion of
our deferred tax assets.

Diluted earnings per common share for the years ended December 31, 2004, 2003, 2002, 2001 and 2000 are
calculated by deducting dividends on our redeemable preferred stock of $9.9 million, $9.2 million, $8.5
million, $2.4 million and $8.8 million, respectively, the accretion of the increase in redemption value of our
redeemable preferred stock of $1.5 million in 2004, $0.5 million in 2003 and the accretion of the beneficial
conversion feature on redeemable preferred stock of $13.1 million in 2001 from net income for such periods
and then dividing the resulting amounts by the weighted average number of common shares outstanding
(including the incremental shares issuable upon the assumed exercise of stock options and conversion of
preferred stock to the extent they are not anti-dilutive) during such periods. On or after September 7, 2009,
this preferred stock is redeemable in whole or in part at the option of the holder at a redemption price equal
to the greater of (i) the stated value of the preferred stock plus all accrued and unpaid dividends thereon or
(ii) 20% of the then current market price of the common stock (based upon the average closing price of the
common stock over the preceding 30 trading days) and other assets and property, if any, into which one
share of preferred stock is then convertible. The percentage in clause (ii) above was 50% until June 15,
2004, when the certificate of designations of the Series A preferred stock was amended to change the
percentage from 50% to 20%. Upon a change of control, the holders of the preferred stock may “put” their
shares to the Company at 101% of the stated value plus accumulated and unpaid dividends. The holders of
the preferred stock were also granted registration rights in respect of the common stock underlying the
preferred stock. We are required to accrete the value of the preferred stock to its redemption value, and any
resulting non-cash charge would reduce net income applicable to common stock. The periodic accretion
amount changes as our stock price changes. The accretion amount also increases due to the ability of the
holder to convert the preferred stock into more shares of common stock after each quarterly dividend. We
recorded accretion charges of $1.5 million and $0.5 million for the years ended December 31, 2004 and
2003, respectively.

The redeemable preferred stock outstanding at December 31, 1999 was issued to an affiliate of Texas
Pacific Group and to Motorola in connection with our 1999 recapitalization and redeemed in full with a
portion of the proceeds from our initial public offering of common stock in May 2000. The redeemable
preferred stock outstanding at December 31, 2004, 2003, 2002 and 2001 was issued to an affiliate of Texas
Pacific Group in September 2001.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

You should read the following discussion in conjunction with our audited historical consolidated financial
statements, which are included elsewhere in this Form 10-K. Management’s Discussion and Analysis of
Financial Condition and Results of Operations contains statements that are forward-looking. These statements
are based on current expectations and assumptions that are subject to risk, uncertainties and other factors.
Actual results could differ materially because of the factors discussed in “Trends, Risks and Uncertainties” in
this Form 10-K. )

Executive Overview

This section presents summary information regarding our industry, markets and operating trends only. For
further information regarding the events summarized herein, you should read ‘“Management’s Discussion and
Analysis of Financial Condition and Results of Operations” in its entirety.

Industry Overview

Worldwide semiconductor industry sales were $213.0 billion in 2004, an increase of 28.0% from 2003. We
participate in unit and revenue surveys and use data summarized by the World Semiconductor Trade Statistics
group to evaluate overall semiconductor market trends and also to track our progress against the total market in
the areas we provide semiconductor components. The following table sets forth total worldwide semiconductor
industry revenues and revenues in our total addressable market since 2001:

Worldwide Total
Semiconductor  Percent Addressable Percent

Year Ended December 31, Industry Sales v Change Market Sales @  Change

(in billions) . (in billions)
2004 . . $213.0 28.0% $26.5 14.2%
2003 L $166.4 18.3% $23.2 14.4%
2002 L e ~$1407 1.2% $20.3 2.5%
2000 . e $139.0 (32.0)% $19.8 (29.8)%

(1) Based on shipment information published by World Semiconductor Trade Statistics (WSTS), an industry
research firm. WSTS collects this information based on product shipments, which is different from our
revenue recognition policy as described in “Critical Accounting Policies — Revenue Recognition”
contained elsewhere in this report. We believe the data provided by WSTS is reliable, but we have not
independently verified it. WSTS periodically revises its information. We assume no obligation to update
such information.

(2) Our total addressable market comprises the following specific WSTS product categories: (a) discrete
products (all discrete semiconductors other than sensors, RF and microwave power transistors/modules, RF
and microwave diodes, RF and microwave SS transistors, power FET modules, IGBT modules and
optoelectronics); (b) standard analog products (amplifiers, voltage regulators and references, comparators,
ASSP consumer, ASSP computer, ASSP automotive and ASSP industrial and others); and (c) standard logic
products (general purpose logic and MOS general purpose logic only). Although we categorize our products
as power and data management semiconductors and standard semiconductor components, WSTS uses
different product categories.

Following the unprecedented semiconductor industry revenue declines of 2001, the semiconductor industry
began to show signs of stability in 2002 and grew more robust in both 2003 and 2004. Worldwide semiconductor
industry sales grew by 18.3% in 2003 and 28.0% in 2004. Sales in our total addressable market grew by 14.2% in
2004 and 14.4% in 2003, reflecting increases in volume and slowing rates of price declines. The most recently
published estimates of WSTS project a compound annual growth rate in our total addressable market of
approximately 2% during 2004 through 2007. These are projections and may not be indicative of actual results.
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Business Overview

We classify our products broadly as power and data management semiconductors and standard
semiconductor components. We design, nmanufacture and market an extensive portfolio of semiconductor
components that addresses the design needs of sophisticated electronic systems and products. Our power
management semiconductor components control, convert, protect and monitor the supply of power to the
different elements within a wide variety of electronic devices. Our data management semiconductor components
provide high-performance clock management and data flow management for precision computing and
communications systems. Our standard semiconductor components serve as “building block” components within
virtually all electronic devices. These various products fall into the logic, analog and discrete categories used by
WSTS.

Historically, the semiconductor industry has been highly cyclical. During a down cycle, unit demand and
pricing have tended to fall in tandem, resulting in revenue declines. In response to such declines, manufacturers
have shut down production capacity. When new applications or other factors have eventually caused demand to
strengthen, production volumes have eventually stabilized and then grown again. As market unit demand has
reached levels above capacity production capabilities, shortages have begun to occur, which typically has caused
pricing power to swing back from customers to manufacturers, thus prompting further capacity expansion. Such
expansion has typically resulted in overcapacity following a decrease in demand, which has triggered another
similar cycle.

During the first half of 2004, we enjoyed a cycle of rising volume and prices, as our manufacturing capacity
utilization had increased to over 90%, our book-to-bill ratio had exceeded 1 and we were able to selectively
increase prices on some products where there were market shortages. In the latter half of 2004, our book-to-bill
ratio dropped below one, and in light of building inventory levels, we began to lower manufacturing capacity
utilization to below 80%. With excess inventory in the market, pricing has begun to decline, but at a more muted
pace relative to the severe pricing declines experienced from 2001 to 2003.

Cost Savings and Restructuring Activities

Since the fourth quarter of 2000, we have been implementing profitability enhancement programs to
improve our cost structure and as a result, we expect to rank, as compared to our primary competitors, among the
lowest in terms of cost structure. We believe that we achieved an estimated $114 million of cost savings in 2003,
as compared to our cost structure during the third quarter of 2002. In 2004 we realized approximately $73 million
of cost savings as compared to our cost structure during the third quarter of 2003. These savings are as a result of
our manufacturing rationalization plan, reductions in non-manufacturing personnel and other cost controls.

Our 2004 profitability enhancement program includes the phase out of our manufacturing operations in East
Greenwich, Rhode Island that was announced in December 2003 and our assembly and test operations in the
Czech Republic, which was announced in November 2003. We began to realize savings from this program
during the fourth quarter of 2004, with the full benefit expected to begin by the end of the third quarter of 2005.
Overall, we expect the full cost savings from these activities will produce at least $20 million to $25 million of
annual cost savings beginning in the third quarter of 2005. In the second quarter of 2004, we evaluated our
operations in the Czech Republic and determined certain overhead functions were no longer necessary as a result
of our previously announced transfer of our assembly and test operations in the Czech Republic to Malaysia and
the Philippines. We expect to achieve annual cost savings of $2.9 million beginning in the first quarter of 2005 as
a result of these actions. We expect the total estimated annualized cost savings to reduce our cost of revenues due
to reduced employee costs, reduced depreciation and other cost savings, by $13.5 million to $16.1 million, $3.0
million to $3.8 million and $6.4 million to $8.0 million, respectively.

In the first quarter of 2004, we entered into a five-year agreement with respect to the outsourcing of
information technology infrastructure. As part of the agreement, we sold certain system software modules,
resulting in a loss on disposal of assets of $12.0 million. As a result of these actions, starting in the second
quarter of 2004, we began to realize cost savings of approximately $1.0 million per quarter. We expect the
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estimated annualized cost savings of $4.0 million to reduce our general and administrative expenses due to
reduced depreciation expense.

As part of these programs, we have offset the reduced capacity resulting from the closure of certain facilities
with more efficient, lower-cost projects that we expect will increase our overall capacity. Our profitability
enhancement programs will continue to focus on:

+ consolidation of manufacturing sites to improve economies of scale;
» transfer of production to lower cost regions;

* increase in die manufacturing capacity in a cost-effective manner by moving production from 4” to 6”
wafers and increasing the number of die per square inch;

« reduction of the number of new product platforms and process flows; and

» focusing production on profitable product families.

New Product Innovation

As a result of the success of our research and development initiatives, excluding the introduction of lead-
free products we introduced 119 new products in 2004, 260 new products in 2003 and 176 new products in 2002.
The primary empkasis of our new product development efforts is on power management and high frequency
clock and data management solutions, which we expect to be among the highest margin product families within
our portfolio.

Debt Reduction and Financing Activities

Since our 1999 recapitalization, we have had relatively high levels of long-term debt as compared to our
principal competitors. During 2002 and 2003, we engaged in several debt refinancing transactions, which
extended a portion of our debt maturities. Some of the transactions that extended our debt maturities also resulted
in an increase in our overall interest expense and others lowered our overall interest expense. In connection with
these transactions, we amended our senior bank facilities to, among other things, make our financial covenants
less restrictive on the whole.

In the second half of 2003 and continuing into 2004, we began undertaking measures to reduce our long-
term debt and related interest costs. We reduced both our total debt and interest expense as a result of our public
offerings of common stock in September 2003 and February 2004, a portion of the proceeds from which we
applied to prepay and redeem a portion of our outstanding debt prior to scheduled maturity. We also lowered our
interest expense further as a result of the issuance of our zero coupon convertible senior secured notes and the
refinancing of our senior bank facilities, the proceeds from which were used to repay higher interest notes.

The details of each of these financing events are outlined in the following sections. Also, see “Liquidity and
Capital Resources” elsewhere in this report and Note 7 “Long-Term Debt,” Note 9 “Redeemable Preferred
Stock” and Note 10 “Common Stock™ of the notes to our audited consolidated financial statements included
elsewhere in this report.

Outlook

Based upon booking trends, backlog levels and estimated turns levels, we anticipate that revenues for the
first quarter of 2005 will decrease by 4% to 5% as compared to the fourth quarter of 2004. Backlog levels at the
beginning of the first quarter of 2005 were lower than backlog levels at the beginning of the fourth quarter of
2004 and represented greater than 85% of our anticipated revenues for the first quarter of 2005. We expect that
average selling prices in the first quarter of 2005 will decrease 2% to 3% for the first quarter of 2005 as
compared to the fourth quarter of 2004 and that our gross profit for the first quarter of 2005 will be
approximately 30%. For calendar year 2005, we anticipate capital expenditures between $60 and $65 million.
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Results of Operations

The following table summarizes certain information relating to our operating results that has been derived
from our audited consolidated financial statements for the years ended December 31, 2004, 2003 and 2002. The
amounts in the following table are in millions:

Year ended December 31, Dollar Change
2003to 2002 to
2004 2003 2002 2004 2003
ReVENUES . ...t $1,266.9 $1,069.1 $1,093.7 $197.8 $(24.6)
Costofsales ........oo i i 857.0 768.4 795.4 88.6 (27.0)
Gross profit ... ... . 409.9 300.7 298.3 109.2 24
Operating expenses:
Research and development ....................... 94.4 85.5 81.5 8.9 4.0
Selling and marketing . . ........ . .. oo it 73.8 63.0 61.2 10.8 1.8
General and administrative . ...................... 72.2 69.2 89.2 30 (20.0)
Amortization of intangibles ........... ... ... . ..., — 59 11.9 5.9) (6.0
Restructuring, asset impairments and other, net . ... ... 19.6 61.2 27.7 (41.6) 33.5
Total operating exXpenses .................... 260.0 284.8 271.5 (248) 133
Operating iNnComME .. .. .ovvvt it it ieeenenannn 149.9 15.9 26.8 1340 (109
Other income (expenses).
Interestexpense ............ ... i, (101.2)  (151.1) (152.5) 49.9 1.4
Interestincome ........... .. ... ..., 2.2 2.0 24 0.2 0.4
Realized and unrealized foreign currency gains and
JO8SS vttt e e 4.2) 4.6 0.2 8.8) 44
Loss ondebt prepayment ........................ (159.7) 1.7 6.5) (152.0) (1.2)
Other income (expenses), net ................. (262.9) (152.2) (156.4) (110.7) 4.2
Loss before income taxes, minority interests, and
cummulative effect of accounting change ............. (113.0)  (136.3)  (129.6) 233 6.7)
Income tax provision ............vvivrnnirnrannn.n. (7.4) a7 9.5 0.3 1.8
MINOTItY INLETESIS .. v ot e et et e et e et anns (3.3) 1.2 2.8) 2.bH 1.6
Net loss before cummulative effect of accounting change . . . (123.7y (145.2) (141.9) 21.5 (3.3)
Cumulative effect of accounting change net of income
12 QPN — (21.5) — 215 (21.5)
Netloss ..o e $(123.7) $ (166.7) $ (141.9) $ 43.0 $(24.3)
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Revenues

Revenues were $1,266.9 million, $1,069.1 million and $1,093.7 million in 2004, 2003 and 2002,
respectively. The increase from 2003 to 2004 was primarily due to increased sales volume, which has been
partially offset by a decrease in average selling prices of approximately 3%. The decline from 2002 to 2003 was
primarily due to declines in average selling prices of approximately 14%, partially offset by volume and mix
changes. Average selling prices dropped in each quarter of 2003 due to industry competition; however, as
capacity utilization began to exceed 85% on an industry-wide basis during the third quarter of 2003, pricing
began to stabilize. The revenues by product line in each of these three years were as follows (dollars in millions):

Year Ended As a % of Year Ended As a % of Year Ended As a % of
December 31, 2004 Revenue!! December 31, 2003 Revenue ' December 31, 2002 Revenue ()

Power Management and

Standard Analog ........ $ 381.3 30.1% $ 3334 31.2% $ 3627 33.2%
MOS Power Devices .. ..... 235.0 18.5% 152.5 14.3% 138.7 12.7%
High Frequency Clock and

Data Management ....... 90.4 7.1% 80.5 7.5% 72.0 6.6%
Standard Components (2) . .. 560.2 44.2% 502.7 47.0% 520.3 47.6%

Revenues ............ $1,266.9 $1,069.1 $1,093.7

(1) Certain amounts may not total due to rounding of individual components

(2) Revenues for the standard components product line includes $89.7 million, $79.9 million and $92.2 million
of revenues from the standard logic product unit for the years ended December 31, 2004, 2003 and 2002,
respectively.

Revenues from our power management and standard analog product line declined from 2002 to 2003 and
increased from 2003 to 2004, In 2003, weakness in the automotive sector has contributed to the absolute dollar
and percentage declines in this product line. In 2004, revenues increased as increases in demand for consumer
electronics and portable wireless devices were slightly offset by further decreases in automotive electronic
product revenue.

Revenues from MOS power devices increased steadily from 2002 to 2003 and from 2003 to 2004 and grew
as a percentage of revenues. The growth in revenue can be attributed to increased demand across all markets,
with primary growth in revenue attributed to the ongoing introduction of new devices for specific end markets
such as computing, portable and consumer electronics, as well as modest increases in the transportation end
market.

Revenues from high frequency clock and data management products increased steadily from 2002 to 2003
and from 2003 to 2004. In 2003, this sector started to grow again primarily in the automated test equipment
market, causing an increase in revenues both in absolute dollars and as a percentage of revenues. The growth in
this sector in 2004 was primarily driven by an increase in the industrial end markets, which was attributable to
increased revenue from automated test equipment, partially offset by decreases in networking.

Revenues from standard components declined from 2002 to 2003 and increased from 2003 to 2004. This
product line consists of many products that are available from numerous competitors in the marketplace and is
thus heavily influenced by pricing pressures and general market conditions. In addition, we took steps in 2002 to
exit non-profitable portions of this business, accounting for a portion of the revenue decline between 2002 and
2003. The decline was also partially attributable to our focus on other product lines during these periods. The
increase in reveriue from 2003 to 2004 is attributed to increased demand across all markets, with significant
increases in demand for end products used in wireless and handheld applications and consumer electronics.
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Revenues by geographic area as a percentage of revenues were as follows:

Year Ended Year Ended Year Ended

December 31, 2004 December 31, 2003 December 31, 2002
Americas ..., 27.4% 30.1% 36.6%
Asia/Pacfic . .......... e 56.1% 52.2% 44.9%
Europe ........ ... ... ....... 16.5% 17.7% 18.5%
Total .................... ... 100.0% 100.0% 100.0%

A majority of our end customers, served directly or through distribution channels, are manufacturers of
electronic devices. In recent years, there has been a trend toward moving such manufacturing activities to lower
cost regions, particularly in Asia. Our shift in revenues by geographic area reflects this trend.

Gross Profit

Our gross profit was $409.9 million, $300.7 million and $298.3 million in 2004, 2003 and 2002,
respectively. As a percentage of revenues, our gross profit was 32.4%, 28.1% and 27.3% in 2004, 2003 and 2002,
respectively. Although declines in average selling prices had a detrimental impact on our gross profit during
2002 and 2003, we were able to offset these effects through cost savings from our profitability enhancement
programs. Gross profit increased during 2004 as compared to 2003, due to increased sales volume and cost
savings from our profitability enhancement programs, which were partially offset by declines in average selling
prices.

Since the fourth quarter of 2000, we have been implementing profitability enhancement programs to
improve our cost structure and as a result, we expect to rank, as compared to our primary competitors, among the
lowest in terms of cost structure. We believe that we achieved an estimated $114 million of cost savings in 2003,
as compared to our cost structure during the third quarter of 2002, In 2004, we realized approximately $73
million of cost savings as compared to our cost structure during the third quarter of 2003. These savings are as a
result of our manufacturing rationalization plan, reductions in non-manufacturing personnel and other cost
controls.

Operating Expenses

Research and development expenses were $94.4 million, $85.5 million and $81.5 million, representing
7.53%, 8.0% and 7.5% of revenues in 2004, 2003 and 2002, respectively. The increase from 2003 to 2004 is
attributable to increased employee salaries and wages and an increase in performance bonuses as a result of our
achievement of certain financial goals, as well as software application costs associated with new application and
platform development initiatives. The increase from 2002 to 2003 was due to costs associated with the
implementation of new research and development software applications. The primary emphasis of our new
product development efforts has been, and continues to be, in the expected high growth market applications of
power management and high frequency clock and data management solutions, with approximately 70% of our
overall research and development investments focused in these areas.

Selling and marketing expenses were $73.8 million, $63.0 million and $61.2 million, representing 5.8%,
5.9% and 5.6% of revenues in 2004, 2003 and 2002, respectively. The increase from 2003 to 2004 is attributable
to increased headcount of our internal sales and marketing personnel, which include management positions and
field application engineers, increased employee performance bonuses as a result of our achievement of certain
financial goals and increased commissions. We plan to make investments in our sales and marketing systems to
identify new customers as well as to expand our penetration of existing customers in selected product areas.

General and administrative expenses were $72.2 million, $69.2 million and $89.2 million representing 5.7%,
6.5% and 8.2% of revenues in 2004, 2003 and 2002, respectively. The increase from 2003 to 2004 is attributable
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to increased costs for external services, including audit and consulting services, and an increase in employee
performance bonuses associated with our achievement of certain financial results, partially offset by lower
depreciation as a result of our sale-leaseback transaction in the first quarter of 2004 and cost savings from the
relocation of functions to lower cost regions. Savings from personnel reductions and functional relocations
accounted for the decrease between 2002 and 2003.

Amortization of goodwill and other intangibles was $0, $5.9 million and $11.9 million in 2004, 2003 and
2002, respectively. As a result of the adoption of SFAS No. 142 effective January 1, 2002, we eliminated the
amortization of goodwill (see Note 3 “Significant Accounting Policies” of the notes to our audited consolidated
financial statements included elsewhere in this report.) As discussed in further detail below, amortization of our
developed technology intangible asset ceased following the second quarter of 2003 when we wrote-off the
remaining balance acquired in connection with our acquisition of Cherry Semiconductor in April 2000.

Other Operating Expenses — Restructuring, Asset Impairments and Other

Restructuring, asset impairments and other charges were $19.6 million, $61.2 million and $27.7 million in
2004, 2003 and 2002, respectively. Our individual quarterly restructuring charges are summarized below. For
more information see Note 5 “Restructuring, Asset Impairments and Other, net” of the notes to our audited
consolidated financial statements included elsewhere in this report.

«  $5.6 million charge recorded in the fourth quarter of 2004, consisting of:

+  $3.3 million of asset impairments including $3.0 million associated with the East Greenwich, Rhode
Island facility that was announced in December 2003 and $0.3 million associated with the closure of
the assembly and test operations in Roznov, Czech Republic that was announced in November
2003;

*  $1.9 million of exit costs including: $1.9 million of contract termination costs incurred to terminate
two information technology outsourcing agreements; $0.2 million related to certain exit activities
that were completed in connection with the shutdown of manufacturing operations in East
Greenwich, Rhode Island that was announced in December 2003; and $0.2 million reversal of the
exit costs reserve for lease terminations that was announced in December 2002; and

*  $0.4 million of employee separation charges that included $0.2 million of new charges and $0.2
million of adjustments related to the shutdown of our assembly and test operations in Roznov,
Czech Republic that was announced in November 2003, $0.1 million reversal of amounts previously
recorded in connection with our September 2003 restructuring program, and $0.1 million adjustment
to the March 2002 restructuring program.

*  $0.9 million charge recorded in the second quarter of 2004, consisting of:

+ $2.1 million to cover employee separation costs, which included $1.5 million for the termination of

" approximately 190 additional employees at Roznov, Czech Republic due to the transfer of our
assernbly and test operations in Roznov to Malaysia and the Philippines that was announced in
November 2003, and $0.6 million related to the shutdown of our assembly and test operations in
Roznov that was announced in November 2003;

»  $0.1 million of exit costs related to certain exit activities that were completed in connection with the
shutdown of manufacturing operations in East Greenwich, Rhode Island that was announced in
December 2003;

*  $0.1 million of exit costs related to the information technology outsourcing agreement that was
announced in March 2004,

*  $0.2 million charge to cover costs associated with the separation of one of our executive officers;
partially offset by a
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$1.2 million reversal of the employee separation charges reserve for employees whose terminations
were rescinded due to business improvements and the plan to consolidated accounting systems that
was announced in December 2002; and

$0.4 million reversal of exit costs associated with the decommissioning of certain assets that are no
longer expected to be incurred, which decommissioning was announced in December 2002.

$13.1 million charge recorded in the first quarter of 2004, consisting of:

*

$12.0 million of non-cash loss on sale of fixed assets from the sale of certain system software
modules, licenses and hardware after entering into a five-year agreement with respect to the
outsourcing of information technology infrastructure, messaging, data center network, help desk and
onsite management services;

$0.3 million to cover employee separation costs related to the new information technology
outsourcing agreement;

$0.7 million of employee separation costs related to the shutdown of our assembly and test
operations in Roznov, Czech Republic, that was announced in November 2003; and

$0.1 million of exit costs related to certain activities that were completed in connection with the
shutdown of manufacturing operations in East Greenwich, Rhode Island that was announced in
December 2003.

$29.9 million charge recorded in the fourth quarter of 2003, consisting of:

$20.2 million of non-cash asset impairments, including $15.4 million associated with the East
Greenwich, Rhode Istand facility and $4.8 million associated the closure of the assembly and test
operations in Roznov, Czech Republic;

$5.2 million to cover employee separation costs related to the phase-out of manufacturing
operations in our East Greenwich, Rhode Island facility, the shutdown of our assembly and test
operations in Roznov, Czech Republic, and further reductions in general and administrative staffing
levels in the United States and Western Europe;

$0.4 million of lease and contract termination exit costs incurred in connection with the
consolidation of sales, distribution and administrative facilities in North America; and

$4.3 million of other charges consisting of the write-off of a $2.3 million long-term note receivable
and a $2.0 million write-down of a cost basis investment; partially offset by a

$0.2 million reversal of amounts previously recorded in connection with our June 2001 and
December 2002 restructuring programs.

$3.3 million gain recorded in the third quarter 2003, consisting of:

$4.6 million gain recorded in connection with the sale of the Guadalajara, Mexico facility; and

$0.1 million net reversal consisting of minor adjustments to previously recorded restructuring
charges; partially offset by

$1.4 million charge for employee separation costs, reflecting further reductions in manufacturing;
and general and administrative personnel in France, Germany, the Czech Republic, Hong Kong and
the United States.

$34.6 million charge recorded in the second quarter of 2003, consisting of:

$21.3 million of non-cash impairment charges, including $20.8 million relating to the write-off of
the developed technology intangible asset associated with the April 2000 acquisition of Cherry
Semiconductor Corporation and the $0.5 million write-off of a cost basis investment;

$10.5 million of non-cash asset impairments associated with an assembly and test production line in
Malaysia and property and equipment in the United States;
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* $1.4 million of lease and contract termination exit costs associated with the exit of certain sales and
administrative offices and the termination of other purchase and supply agreements;

» $1.0 million additional charge associated with a supply contract that was terminated as part of the
June 2002 restructuring program; and

¢« $0.4 million of charges to cover employee separation costs associated with general and
administrative employees primarily in the United States.

¢ $17.5 million charge recorded in the fourth quarter of 2002, consisting of:

¢ $10.1 million for employee separation costs associated with manufacturing and non-manufacturing
personnel mainly in the United States;

*  $4.9 million for the costs associated with the separation of two executive officers;

¢ $1.0 million of non-cash asset impairments related to the closure of a production line and an
abandoned capital equipment project in the Czech Republic; and

« $1.8 million in expected lease termination and other exit costs associated with the decommissioning
of certain assets; partially offset by

+  $0.3 million of net reversals consisting of adjustments to previously recorded restructuring charges;
»  $3.1 million charge recorded in the second quarter of 2002, consisting of:
¢ $8.4 million of non-cash asset impairments related to abandoned manufacturing equipment and
unfinished projects;
*  $3.9 million of cash and non-cash stock compensation charges associated with further reductions in
general and administrative staffing levels, primarily in the United States;
+  $2.8 million in costs related to termination of certain purchase and supply agreements; and
» $1.6 million of additional exit costs associated with the shutdown of our Guadalajara, Mexico
facility; partially offset by
e $12.4 million gain related to a settlement with Motorola; and
*  $1.2 million reversal of previously recorded restructuring charges;
» $7.1 million charge recorded in the first quarter of 2002, consisting of:

*  $7.2 million of cash and non-cash stock compensation charges associated with the consolidation of
manufacturing, selling and administrative functions in the U.S. and Europe; partially offset by

+ $0.1 million reversal of previously recorded restructuring charges.

Interest Expense

Interest expense was $101.2 million, $151.1 million and $152.5 million in 2004, 2003 and 2002,
respectively. The decrease in interest expense from 2003 to 2004 was primarily a result of interest savings from
the prepayment of our first-lien senior secured notes, second-lien senior secured notes and senior subordinated
notes during 2004. See “Liquidity and Capital Resources — Key Financing Events” for a description of our
refinancing activities. Qur weighted-average interest rate on long-term debt (including current maturities) was
8.6%, 10.8% and 10.5% per annum in 2004, 2003 and 2002, respectively.

Loss on Debt Prepayment

Loss on debt prepayment totaled $159.7 million, $7.7 million and $6.5 million in 2004, 2003 and 2002,
respectively. The loss on debt prepayment of $159.7 million in 2004 includes approximately $113.6 million
incurred for call and consent fees, tender offer fees, dealer manager fees and arrangement fees as well as
approximately $45.7 million of debt issuance costs and unamortized discounts that were written off and
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$0.4 million of certain third-party costs incurred. These costs were incurred in 2004 in connection with the
repayment of the first-lien senior secured notes, second-lien senior secured notes, the senior subordinated notes
and the refinancing of the senior bank facilities. The loss on debt prepayment of $7.7 million and $6.5 million in
2003 and 2002, respectively, represents the write-off of debt issuance costs and certain third-party costs incurred
with respect to debt refinancings that occurred during those periods. See “Liquidity and Capital Resources —
Key Financing Events” for a description of our refinancing activities.

Provision for Income Taxes

Provision for income taxes was $7.4 million, $7.7 million and $9.5 million in 2004, 2003 and 2002,
respectively. The 2004, 2003 and 2002 provisions related primarily to income and withholding taxes of certain of
our foreign operations. The 2004 provision also includes the reversal of $11.2 million of previously accrued
income taxes after the completion of an examination of our income tax returns for the years 2001, 2000, and
1999 by the Internal Revenue Service, which resulted in no material change in our tax liability for those years,
partially offset by a new reserve of $9.9 million against certain foreign income tax receivables that we
determined may not be collectible, creating additional tax expense for the year.

Reportable Segments

As previously discussed, our reportable segments are aligned internally as the Integrated Power Group and
the Analog Products Group. These segments represent our view of the company and inform how we evaluate the
progress of its major components. Information about our reportable segments for the year ended December 31,
2004 is as follows, in millions (corresponding information for the years ended December 31, 2003 and 2002 is
not included because it would be impractical to do so as operating expenses were not allocated in the same
manner or detail that would allow for comparable disclosures):

Integrated Analog
Power Group Products Group Total
Year ended December 31, 2004:
Revenues from external customers . .............. $705.5 $561.4 $1,266.9
Segment operating income . .................... $103.1 $ 934 $ 196.5

Revenues from external customers for the Integrated Power Group for the years ended December 31, 2003
and 2002, were $575.3 miilion and $566.8 million, respectively. Revenues from external customers for the
Analog Products Group for the years ended December 31, 2003 and 2002, were $493.8 million and $526.9
million, respectively.

Depreciation and amortization expense is included in segment operating income.

Reconciliations of segment information to consolidated financial statements (in millions):

2004
Operating income for reportable segments ........... ... ... i, $196.5
Unallocated amounts:
Restructuring, asset impairments and other,net ........................ (19.6)
Other unallocated manufacturing costs ........... ... ..o, (11.5)
Other unallocated operating eXpenses .. .........c.coovuvrneinninnenn . (15.5)
OPErating ICOIME . . ..\ttt t ettt et e et ettt et e e e e $149.9
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Liquidity and Capital Resources

This section includes a discussion and analysis of our cash requirements, our sources and uses of cash, our
debt and debt covenants, and our management of cash.

Cash Requirements
Commercial Commitments, Contractual Obligations and Indemnities

Our principal outstanding contractual obligations relate to our long-term debt, operating leases, pension
obligations, purchase obligations and our redeemable preferred stock. The following table summarizes our
contractual obligations at December 31, 2004 and the effect such obligations are expected to have on our
liquidity and cash flow in the future (in millions):

Amount of Commitment by Expiration Period

Commercial commitments Total 2005 2006 2007 2008 2009  Thereafter
Standby letter of credit .......... ... ........ $ 172 $172 § — $ — § — § — § —
Payments Due by Period
Contractual obligations Total 2005 2006 2007 2008 2009 Thereafter
Long-termdebt .......... ... ... .. . ..., $1,151.8 $ 20.0 $51.9 $21.0 $11.4 $624.7 54228
Operating leases (1) ..........coovvniii... 14.0 7.1 36 11 06 0.6 1.0
Other long-term obligations — pension plans .. .. 346 221 30 30 30 3.0 0.5
Redeemable preferred stock .................. 188.6 — — — — 188.6 —
Purchase obligations: (1)
Capital purchase obligations ............. 14.5 6.1 33 3.5 1.6 — —
Foundry and inventory purchase
obligations ........... ... c.ccuian... 31.1 20.8 1.3 — — — —
Mainframe support . .......... ... ... ..., 42 4.2 — — — — —
Information technology and communication
SEIVICES + v vt ee e e et e 30.7 11.0 75 5.8 6.4 — —
Other ... ... it 53 46 0.7 — — — —
Total contractual obligations ......... $1,474.8 $1049 $71.3 $344 $23.0 $816.9 $4243

(1) These represent our off-balance sheet obligations.

Our long-term debt includes $645.5 million under senior bank facilities, $260.0 million of zero coupon
convertible senior subordinated notes due 2024, $154.2 million under the junior subordinated note, $21.1 million
under a note payable to a Japanese bank, $20.0 million under a loan facility with a Chinese bank, $43.2 million
under a loan facility with another Chinese bank and $7.8 million of capital lease obligations. See Note 7 “Long-
Term Debt” of the notes to our audited consolidated financial statements included elsewhere in this report.

In the normal course of our business, we enter into various operating leases for equipment including our
mainframe computer system, desktop computers, communications, foundry equipment and service agreements
relating to this equipment.

Our other long-term contractual obligations consist of estimated payments to fund liabilities that have been
accrued in our consolidated balance sheet for our U.S. and foreign pension plans. (See Note 12 “Employee
Benefit Plans” of the notes to our audited consolidated financial statements included elsewhere in this report.)
The U.S. pension plan, named the ON Semiconductor Grandfathered Pension Plan, (“Grandfathered Plan”) is in
the process of termination and we have sought the approval to terminate the Grandfathered Plan from the Pension
Benefit Guaranty Corporation and we anticipate receiving approval to terminate this plan in 2005. With the
termination of the Grandfathered Plan, we are under an obligation to ensure that the plan has assets sufficient to
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pay accrued benefits. In connection with the termination of our Grandfathered Plan, we expect a related cash
funding requirement for the liability of approximately $20.5 million in 2005. The remaining obligation in the
table above also includes estimated funding requirements for liabilities related to our foreign pension plans.

Our Series A Cumulative Convertible Redeemable Preferred Stock is redeemable at the holder’s option
anytime after September 7, 2009. The preferred stock has a cumulative dividend payable quarterly in cash, at the
rate of 8.0% per annum (or, if greater during the relevant quarterly period, in an amount equal to the value of the
dividends that would be paid on the common stock then issuable upon conversion of the preferred stock),
compounded to the extent not paid, and subject to restrictions under the Company’s senior bank facilities and
other documents relating to the Company’s indebtedness. The amount shown in the table above assumes no
conversion of the preferred stock or redemption until the earliest redemption date of September 7, 2009. We are
required to accrete the value of the preferred stock to its redemption value, and any resulting non-cash charge
would reduce net income applicable to common stock for purposes of calculating earnings per share. As a result,
net income applicable to common stock may be reduced by any such non-cash charges resulting from changes in
the market price of our common stock. For further information see Note 9 “Redeemable Preferred Stock™ of the
notes to our audited consolidated financial statements included elsewhere in this report.

Our balance of cash, cash equivalents and short term investments was $185.7 million at December 31, 2004.
We believe that our cash flows from operations, coupled with existing cash, cash equivalents and short term
investments will be adequate to fund our operating and capital needs over the next twelve months. Our senior
bank facilities include a $25.0 million revolving facility. Letters of credit totaling $17.2 million were outstanding
under the revolving facility at December 31, 2004. We amended our primary foreign exchange hedging
agreement to provide for termination if at any time the amount available under our revolving credit facility is less
than $2.5 million.

Contingencies

We are a party to a variety of agreements entered into in the ordinary course of business pursuant to which
we may be obligated to indemnify the other parties for certain liabilities that arise out of or relate to the subject
matter of the agreements. Some of the agreements entered into by us require us to indemnify the other party
against losses due to inteliectual property infringement, property damage including environmental contamination,
personal injury, failure to comply with applicable laws, our negligence or willful misconduct, or breach of
representations and warranties and covenants related to such matters as title to sold assets.

We are a party to various agreements with Motorola, a former affiliate, which were entered into in
connection with our separation from Motorola. Pursuant to these agreements, we have agreed to indemnify
Motorola for losses due to, for example, breach of representations and warranties and covenants, damages arising
from assumed liabilities or relating to allocated assets, and for specified environmental matters. Our obligations
under these agreements may be limited in terms of time and/or amount and payment by us is conditioned on
Motorola making a claim pursuant to the procedures specified in the particular contract, which procedures
typically allow us to challenge Motorola’s claims.

We provide for indemnification of directors, officers and other persons in accordance with limited liability
agreements, certificates of incorporation, by-laws, articles of association or similar organizational documents, as
the case may be. We maintain directors’ and officers’ insurance, which should enable us to recover a portion of
any future amounts paid.

In addition to the above, from time to time we provide standard representations and warranties to
counterparties in contracts in connection with sales of our securities and the engagement of financial advisors and
also provides indemnities that protect the counterparties to these contracts in the event they suffer damages as a
result of a breach of such representations and warranties or in certain other circumstances relating to the sale of
securities or their engagement by us.
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While our future obligations under certain agreements may contain limitations on liability for
indemnification, other agreements do not contain such limitations and under such agreements it is not possible to
predict the maximum potential amount of future payments due to the conditional nature of our obligations and
the unique facts and circumstances involved in each particular agreement. Historically, payments made by us
under any of these indemnities have not had a material effect on our business, financial condition, results of
operations or cash flows and we do not believe that any amounts that we may be required to pay under these
indemnities in the future will be material to our business, financial condition, results of operations or cash flows,

See Part I, Item 3 “Legal Proceedings” of this report for possible contingencies related to legal matters and
see Part 1, Item 1 “Business — Government Regulation™ of this report for information on certain environmental
matters.

Sources and Uses of Cash

We require cash to fund our operating expenses and working capital requirements, including outlays for
research and development, to make capital expenditures, strategic acquisitions and investments, and to pay debt
service, including principal and interest and capital lease payments. Our principal sources of liquidity are cash on
hand, short-term investments, cash generated from operations and funds from external borrowings and equity
issuances. In the near term, we expect to fund our primary cash requirements through cash generated from
operations, cash and cash equivalents and short-term investments on hand and targeted asset sales. Additionally, as
part of our business strategy, we review acquisition and divestiture opportunities and proposals on a regular basis.

We believe that the key factors that could affect our internal and external sources of cash include:

+ factors that affect our results of operations and cash flows, including changes in demand for our
products, competitive pricing pressures, effective management of our manufacturing capacity, our
ability to achieve further reductions in operating expenses, the impact of our restructuring programs on
our productivity and our ability to make the research and development expenditures required to remain
competitive in our business; and

» factors that affect our access to bank financing and the debt and equity capital markets that could impair
our ability to obtain needed financing on acceptable terms or to respond to business opportunities and
developments as they arise, including interest rate fluctuations, our ability to maintain compliance with
financial covenants under our existing credit facilities and other limitations imposed by our credit
facilities or arising from our substantial leverage.

Our ability to service our long-term debt, to remain in compliance with the various covenants and
restrictions contained in our credit agreements and to fund working capital, capital expenditures and business
development efforts will depend on our ability to generate cash from operating activities which is subject to,
among other things, our future operating performance as well as to general economic, financial, competitive,
legistative, regulatory and other conditions, some of which may beyond our control.

If we fail to generate sufficient cash from operations, we may need to raise additional equity or borrow
additional funds to achieve our longer term objectives. There can be no assurance that such equity or borrowings
will be available or, if available, will be at rates or prices acceptable to us. We believe that cash flow from
operating activities coupled with existing cash, cash equivalents and short-term investment balances will be
adequate to fund our operating and capital needs as well as enable us to maintain compliance with our various
debt agreements through December 31, 2005. To the extent that results or events differ from our financial
projections or business plans, our liquidity may be adversely impacted.
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Operations

Our operational cash flows are affected by the ability of our operations to generate cash, and our
management of our assets and liabilities, including both working capital and long-term assets and liabilities. Each
of these components is discussed herein:

EBITDA

Earnings before interest, taxes, depreciation and amortization (“EBITDA”) is a key indicator that
management uses to evaluate our operating performance and cash flows. While EBITDA is not intended to
represent cash flow from operations as defined by generally accepted accounting principles and should not be
considered as an indicator of operating performance or an alternative to cash flow as a measure of liguidity, we
believe this measure is useful to investors to assess our ability to meet our future debt service, capital expenditure
and working capital requirements. This calculation may differ in method of calculation from similarly titled
measures used by other companies. The following table sets forth our EBITDA for the years ended December 31,
2004, 2003 and 2002, with a reconciliation to cash flows from operations, the most directly comparable financial
measure under generally accepted accounting principles (in millions):

December 31, December 31, December 31,

2004 2003® 20020
Nt 1088« ot $(123.7) $(166.7) $(141.9)
Increase (decrease):
Depreciation and amortization ...................c.iain... 102.1 127.8 148.0
INterest EXPense . .. ..ot 101.2 1511 152.5
Interest inCOME . ... ... .. (2.2) (2.0) (2.4)
Income tax provision .............cviuiiuiiiii ... 7.4 7.7 9.5
EBI DA . 84.8 117.9 165.7
Increase (decrease):
Interestexpense . ........ .. .. (101.2) (151.1) (152.5)
Interestincome ......... ... ... ... 2.2 2.0 2.4
Income tax provision .. ........ ..o (7.4) 7.7) 9.5)
Loss (gain) on sale or disposal of fixed assets ............ 12.8 (2.8) (1.0)
Non-cash portion of loss on debt prepayment . ............ 45.7 6.1 6.5
Amortization of debt issuance costs and debt discount .. ... 7.3 8.7 8.1
Provision for excess inventories ....................... 11.1 13.0 16.0
Cumulative effect of accounting change ................. — 21.5 —
Non-cash impairment write-down of property, plant and
EQUIPIMENT L\ vttt et e e e e 3.3 30.7 12.4
Non-cash impairment of other long-lived assets . .......... — 25.1 —
Non-cash interest on junior subordinated note payable .. ... 14.3 13.0 11.7
Deferred income taxes . ... ... .o 35 0.3 7.1
Stock cOmpensation EXpense . . ... oot 0.2 0.1 4.5
Other ... .o 3.4 34 4.0
Changes in operating assets and liabilities ............... (41.6) (34.5) (29.0)
Net cash provided by operating activities ........................ $ 384 $ 457 $ 464

@ Amounts have been revised from those previously reported to reflect the consolidation of our majority-
owned investment in Leshan-Phoenix Semiconductor based on recent guidance from the Financial
Accounting Standards Board.

@ Includes the cumulative effect of the accounting change of $21.5 million relating to actuarial gains and
losses associated with our defined benefit pension obligations effective January 1, 2003.
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As aresult of the improved operating performance we generated positive EBITDA for 2002, 2003 and 2004.
EBITDA for 2002 was $165.7 million primarily as a result of our normal operations and included $27.7 million
of restructuring, asset impairments and other charges, net and $6.5 million of loss on debt prepayment. EBITDA
for 2003 declined to $117.9 million, primarily as a result of the restructuring, asset impairment and other, net
charges in 2003 that were $33.5 million higher than those in 2002 and a cumulative effect of accounting change
of $21.5 million in 2003. EBITDA for 2004 declined to $84.8 million primarily as a result of the charges
associated with our previously described debt refinancings partially offset by improved operating performance.

As discussed in Note 7 “Long-Term Debt” to our audited consolidated financial statements included elsewhere
in this report, our debt covenants require us to maintain minimum adjusted EBITDA levels, as defined under the
documents for our senior bank facilities. This adjusted EBITDA computation excludes certain restructuring and
other charges and contains other differences from the EBITDA as defined above. Therefore, EBITDA in the above
table is not representative of the adjusted EBITDA used to determine our debt covenant compliance.

Working Capital

Working capital fluctuates depending on end-market demand and our effective management of certain items
such as receivables, inventory and payables. In times of escalating demand, our working capital requirements
may increase as we purchase additional manufacturing inputs and increase production. Our working capital may
also be affected by restructuring programs, which may require us to use cash for severance payments, asset
transfers and contract termination costs. Qur working capital, including cash, was $211.9 million at
December 31, 2004, and has fluctuated between $196.5 million and $270.2 million over the last eight
quarter-ends.

The components of our working capital at December 31, 2004 and 2003 are set forth below (in millions),
followed by explanations for changes between 2003 and 2004 for cash, cash equivalents and short-term
investments and any other changes greater than $5 million:

December 31,

2004 2003 Change

Current Assets
Cash, cash equivalents and short-term investments ......... $185.7 3186.6 $ (0.9
Receivables,net .......... .. .. .. i 131.5 136.1 (4.6)
Inventories, NEt . ..o vttt et it i e e 193.4 171.6 21.8
Other current assets . ... .o v e vt it e e e 23.6 25.9 (2.3)
Deferred income taxes . .......coviiiin i 2.8 2.7 0.1

Total current @ssets . ....... ..o, 537.0 5229 14.1
Current Liabilities
Accountspayable ......... .. ... $104.4 115.7 (11.3)
Accrued EBXPENSES . .ot 100.4 93.0 7.4
Income taxes payable ........... ... ... .. . ... 24 1.7 0.7
Accrued INTEIeSt .. .. vt e 1.2 253 (24.1)
Deferred income on sales to distributors ................. 96.7 66.2 30.5
Current portion of long-termdebt .. ..................... 20.0 114 =~ 86

Total current liabilities ........................... 325.1 3133 11.8

Net workingcapital . ......................... ... $2119 32096 $ 23




Cash, cash equivalents and short-term investment activity for the year was attributed to cash flows from
operations of approximately $38 million and cash flow provided by financing activities of approximately $31
million offset by cash used in investing activities, excluding short-term investment activity, of $71 million that
were primarily attributable to capital expenditures (See “Key Financing Events” below).

The increase of $21.8 million in inventory is attributable to a build up of inventory due to an increased
demand forecast. Based on the outlook for the first quarter of 2005, we anticipate relatively flat inventory levels
at the end of the first quarter of 2005.

The decrease of $11.3 million in accounts payable was mainly a result of the timing of payments at the
respective year ends. In general, any growth in the semiconductor market could cause decreased payment terms
as we compete with other semiconductor manufacturers for access to production materials.

Accrued expenses increase of $7.4 million was aitributable a net increase of $9.6 million in the US pension
liability due to the expected funding to occur in 2005, offset by a $4.6 million decrease in the interest rate swap
as the expiration of the swap occurred in December 2004, with the remainder attributable to net changes in sales
and other miscellaneous accruals.

Accrued interest decreased $24.]1 million due to cash interest expense (excluding debt discounts, closing
cost and amortjzation interest expense on the junior subordinated note) of approximately $73.0 million offset by
interest payments in the period of approximately $97.1 million. The decrease is caused by the timing of interest
payments and the completed redemptions of the first-lien, second-lien and senior subordinated notes that
occurred by the end of the year.

Deferred income on sales to distributors increased $30.5 million as a result of increased inventory levels at
distributors, and increased gross profit stemming from lower manufacturing costs and slightly higher prices.

The increase in the current portion of long-term debt relates to effects of our December 2004 refinancing of
our senior bank facilities described below.

Long-Term Assets and Liabilities

Our long-term assets consist primarily of property, plant and equipment, intangible assets, foreign tax
receivables and capitalized debt issuance costs.

Our manufacturing rationalization plans have included efforts to efficiently utilize our existing
manufacturing assets and supply arrangements more efficiently. Accordingly, we have reduced our capital
expenditures during 2002 and 2003. We do not expect that our capital expenditure reductions will have a
negative impact on our ability to service our customers, as we believe that near-term access to additional
manufacturing capacity, should it be required, could be readily obtained on reasonable terms through
manufacturing agreements with third parties. Capital expenditures were $81.8 million, $59.8 million and $40.5
million in 2004, 2003, and 2002, respectively. During 2003, there was an excess supply of used semiconductor
production equipment in the marketplace, and we were able to purchase additional equipment at discounted
prices. We will continue to look for opportunities to make similar strategic purchases in the future as we plan to
invest approximately $60 million to $65 million in 2005 for additional capacity. Although our debt covenants
contain certain restrictions that limit our amount of future capital expenditures, we do not believe that these
restrictions will have a significant impact on our future operating performance.

Qur long-term liabilities, excluding long-term debt, consist of liabilities under our foreign defined benefit
pension plans and other miscellaneous liabilities. Generally, our annual funding of these obligations is equal to
the minimum amount legally required in each jurisdiction in which the plans operate. This annual amount is
dependent upon numerous actuarial assumptions. See Note 12 “Employee Benefit Plans” to our audited
consolidated financial statements included elsewhere in this report.
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Key Financing Events
Overview

Set forth below is a summary of the key financing events affecting our capital structure during the last three
years.

Since we became an independent company as a result of our 1999 recapitalization, we have had relatively
high levels of long-term debt as compared to our principal competitors. Our long-term debt includes significant
amounts under our senior bank facilities, which contain an EBITDA (as defined for such facilities) covenant with
which we were in compliance as of December 31, 2004.

During 2002 and the first half of 2003, we completed two debt refinancing transactions and further amended
our senior bank facilities in connection therewith to extend a portion of our debt maturities, reduce the
supplemental interest associated with our 2001 bank amendment and make the related financial covenants less
restrictive on the whole. We issued $300 million principal amount of second-lien senior secured notes due 2008
and $200 million principal amount of first-lien senior secured notes due 2010, the net proceeds of which were
used to prepay a portion of our senior bank facilities. We incurred $22.7 million of offering expenses and
increased our weighted average cost of borrowing as a result. In addition, as part of the related amendments to
our senior bank facilities, we converted $62.5 million of our $125 million revolving facility into a new term loan
facility.

During the second half of 2003, we began undertaking measures to reduce our long-term debt, reduce
related interest costs and, in some cases, extend a portion of our debt maturities to continue to provide us
additional operating flexibility. In September 2003, we issued approximately 37.0 million shares of our common
stock at a public offering price of $4.50 per share, the net proceeds of which were used to prepay a portion of our
senior bank facilities. In connection with this offering, we amended our senior bank facilities to, among other
things, extend the average maturity of the term loans through a refinancing of $100 million of such loans and
replace our $62.5 million revolving facility with a new $25.0 million revolving facility.

In November 2003, we further amended our senior bank facilities to, among other things, reduce the interest
rate on our outstanding term loans by 0.75%. In November 2003, we exercised our option to extend the maturity
of our $20.0 million loan facility with a Chinese bank for an additional three years under the same terms and
conditions. In December 2003, we prepaid approximately $48.0 million of loans under our senior bank facilities
with the proceeds from a new loan facility with a separate Chinese bank that bears interest at the London
Interbank Offered Rate, or LIBOR, plus 1.5%.

In the first quarter of 2004, we used a portion of the net proceeds of the sale of approximately 34.4 million
shares of our common stock at a public offering price of $6.98 per share to redeem $70 million principal amount
of our first-lien senior secured notes due 2010 and $105 million principal amount of our second-lien senior
secured notes due 2008 at a redemption price of 112% of the principal amount of such notes plus accrued and
unpaid interest to the redemption date. In connection with these prepayments we incurred $21.0 million of
premium payments. The remaining proceeds were used for general corporate purposes including the repayment
of indebtedness. In connection with the offering we further amended our senior bank facilities to permit us to use
the proceeds of such offering within 270 days of completion to purchase, redeem or retire a portion of our senior
subordinated notes due 2009 and our first-lien senior secured notes and second-lien senior secured notes.

In April 2004, we issued $260.0 million of zero coupon convertible senior subordinated notes and used the
proceeds and cash and cash equivalents to repay $260.0 million of our senior subordinated notes during the
second and third guarters of 2004. We also further amended our senior bank facilities. See “April 2004 Offer to
Repurchase Senior Subordinated Notes and Issuance of Zero Coupon Convertible Senior Subordinated Notes”
below.




In December 2004, we refinanced the term loan under our senior bank facilities and increased our total term
borrowings to $645.5 million. Proceeds from the refinancing were used to prepay the remaining $130.0 miilion
principal outstanding of the first-lien senior secured notes due 2010 and $195.0 million principal outstanding of
the second-lien senior secured notes due 2008. In connection with theses prepayments we incurred $67.2 million
of premium payments.

The details of each of these financing events are outlined below.

May 2002 Issuance of Second-Lien Senior Secured Notes and Amendment to Senior Bank Facilities

On May 6, 2002 we issued $300.0 million principal amount of second-lien senior secured notes due 2008,
The second-lien senior secured notes were issued at a price of 96.902% of par and had a maturity date of May 15,
2008. The second-lien senior secured notes initially accrued interest at a rate of 12% per annum. Commencing
February 6, 2003, the second-lien senior secured notes began accruing interest at a rate of 13% per annum. In
connection with the offering of second-lien senior secured notes, we amended our senior bank facilities to,
among other things, permit the issuance of the second-lien senior secured notes, make certain of the financial
ratio maintenance requirements thereunder less restrictive and impose minimum EBITDA and cash requirements.
(See Note 7 “Long-Term Debt” of the notes to our audited consolidated financial statements included elsewhere
in this report.) We used $278.6 million of net cash proceeds from the sale of the second-lien senior secured notes
to prepay a portion of our senior bank facilities.

Because the remaining principal amount of loans outstanding under our senior bank facilities was reduced
below $750.0 million as a result of this refinancing, the supplemental interest charges thereon (described in
Note 7 “Long-Term Debt” of the notes to our audited consolidated financial statements elsewhere in this report)
were reduced from 3.0% to 1.0%. In connection with this refinancing, we wrote off $6.5 million of debt issuance
cOSsts.

March 2003 Issuance of First-Lien Senior Secured Notes and Amendment to Senior Bank Facilities

On March 3, 2003, we issued $200.0 million aggregate principal amount of first-lien senior secured notes
due 2010. The first-lien senior secured notes were issued at a price of 95.467% of par, bore interest at a rate of
12% per annum, payable semi-annually in cash, and had a maturity date of March 15, 2010.

In connection with the offering of the first-lien senior secured notes, we further amended our senior bank
facilities to, among other things:
» permit the issuance of the first-lien senior secured notes;

» remove the requirement that we maintain certain minimum interest expense coverage ratios and do not
exceed certain maximum leverage ratios;

+  reduce to $140.0 million our minimum EBITDA requirement for any four consecutive fiscal quarters;

* reduce our permitted capital expenditures to $100.0 million per year (subject to certain increases for
improved financial performance and carryovers from prior periods);

» permit the redemption of up to 35% of the senior secured first lien notes out of the net proceeds of
equity offerings; and

« convert $62.5 million of the outstanding loans under our revolving credit facility into a new tranche of
term loans.

We used $180.9 million of net cash proceeds from the sale of the notes to prepay a portion of our senior
bank facilities, including $25.0 million of which proceeds were used to repay borrowings under our revolving
credit facility and permanently reduce the commitments thereunder by such amount. In connection with this
refinancing, we wrote off $3.5 million of debt issuance costs.
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Septémber 2003 Public Offering of Common Stock and Amendment to Senior Bank Facilities

On September 23, 2003, we issued approximately 37.0 million shares of our common stock at a public
offering price of $4.50 per share. The net proceeds of the offering were $156.8 million after deducting the
underwriters’ discount of $8.2 million and offering expenses of $1.4 million (after further evaluation we reversed
the accrual for unpaid fees of $0.4 million in 2004, which resulted in net proceeds of $157.2 million). We used
the net proceeds to prepay $152.7 million of our senior bank facilities and to fund $3.8 million of costs
associated with our amendment to our senior bank facilities, as described below. In connection with this
prepayment, we wrote off $2.5 million of debt issuance costs.

In connection with the offering, we amended our senior bank facilities to, among other things:

» provide us with additional tranche D term loans under our senior bank facilities aggregating $100.0
million, the entire amount of which was borrowed simultaneously with the completion of offering;

* permit us to apply the net proceeds from equity offerings by us or any of our subsidiaries (including the
equity offering described above) and borrowings under the additional tranche D term loans to prepay
scheduled principal installments of all term loan borrowings outstanding under our senior bank facilities
in chronological order;

» reduce from 75% to 50% the percentage of net proceeds from future equity offerings by us or any of our
subsidiaries that are required to be applied to prepay term loan borrowings outstanding under our senior
bank facilities; and

+ provide us with a new $25.0 million revolving facility that had a maturity date of August 4, 2006, that
provides for the issuance of letters of credit in currencies other than U.S. dollars that are to be specified
and that, in all other respects, has terms substantially similar to those of our then existing revolving
facility.

The proceeds of the borrowing under the additional tranche D term loans (which were issued at a discount
of $0.5 million) were used to prepay senior credit facility borrowings as described above. Excluding this
discount, costs incurred in connection with this debt refinancing totaled $3.8 million, of which $0.4 million was
attributable to third-party costs. Such third-party costs were expensed as incurred and included in loss on debt
prepayment in our consolidated statement of operations and comprehensive loss for the year ended December 31,
2003. The remaining $3.4 million of debt refinancing costs were included in other assets in our consolidated
balance sheet and are being amortized using the effective interest method.

November 2003 Amendment to Senior Bank Facilities and Loan Repricing

In November 2003, we refinanced $368.5 million of term loans under our senior bank facilities. We
replaced our tranche B, tranche C and tranche D term loan facilities under our senior bank facilities with a single
new tranche E term loan facility with terms, other than the interest rate, that were identical to those of the tranche
D term loan facility. The tranche E loan facility was to be due throughout 2006 and 2007, ending in 2007. We
also reduced the interest rate on our term loans by 0.75% per annum. Costs incurred in connection with this
refinancing totaled $1.0 million, of which $0.2 million was attributable to third party costs, which were expensed
as incurred and included in loss on debt prepayment in our consolidated statement of operations and
comprehensive loss for the year ended December 31, 2003. The remaining $0.8 million of debt refinancing costs
were included in other assets in our consolidated balance sheet and are being amortized using the effective
interest method.

November 2003 Extension of Chinese Bank Loan

In November 2003, we exercised our ability to extend the maturity of our $20.0 million loan facility with a
Chinese bank for three years under the same terms and conditions thereby extending scheduled principal
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payments to $10.5 million due in the fourth quarter of 2006 and $9.5 million due in the first quarter of 2007. In
March 2004, we amended the renewal provisions in the loan agreement to provide for three unconditional one-
year renewal terms.

December 2003 Chinese Bank Loan

In December 2003, we prepaid approximately $48.0 million of the tranche E term loans under our senior
bank facilities with the proceeds from a new loan provided to our joint venture in Leshan, China by the China
Construction Bank. The original loan facility was comprised of two $24 million tranches. The first tranche has a
10-year term with scheduled principal payments through December 2013; the second tranche has a three-year
term with a balloon payment due December 2006, which is extendible for an additional three years under certain
circumstances. Each tranche bears interest at a rate of LIBOR plus 1.5% per annum, payable quarterly as
compared to the then existing rate of LIBOR plus 3.25% under our senior bank facilities.

February 2004 Public Offering of Common Stock and Amendment to Senior Bank Facilities

On February 9, 2004, we and our principal stockholder, Texas Pacific Group, completed a public offering of
common stock pursuant to which we issued approximately 34.4 million shares at a public offering price of $6.98
per share. The net proceeds to us from the offering were approximately $227.7 million after deducting the
underwriters’ discount of $10.8 million ($0.3141 per share) and estimated offering expenses of $2.4 million,
which includes $0.2 million that were unpaid as of December 31, 2004 and $0.3 million of bank amendment fees
that were paid as of December 31, 2004. We used a portion of the net proceeds received by us to redeem $70.0
million outstanding principal amount of our first-lien senior secured notes and $105.0 million outstanding
principal amount of our second-lien senior secured notes, in each case on March 10, 2004 at a redemption price
of 112.0% of the principal amount of the notes to be redeemed, together with accrued interest to the redemption
date. We used the remaining net proceeds for general corporate purposes. In connection with this redemption, we
wrote off approximately $12.0 million of debt issuance costs. We did not receive any of the proceeds from the
sale of shares by the selling stockholder.

In connection with the offering, we amended our senior bank facilities to, among other things:

* waive the requirement under the credit agreement relating to our senior bank facilities that 50% of the
net proceeds of such offering be used to prepay loans under the facilities;

» permit sale and leaseback transactions involving real or personal property with an aggregate fair value
of up to $15 million (and permit the asset sales in connection therewith) and provide that net proceeds
from asset sales in connection with such transaction will not be required to be used to prepay loans
under the senior bank facilities; and

* permit us to purchase, redeem or retire a portion of our first-lien senior secured notes due 2010, second-
lien senior secured notes due 2008 and senior subordinated notes due 2009 with the proceeds of such
offering within 270 days after its completion so long as no default or event of default exists under the
credit agreement after giving effect to such purchases, redemptions or retirements, such purchases,
redemptions or retirements comply with the indentures governing such notes and we immediately cancel
any such notes that are purchased, redeemed or retired.

April 2004 Offer to Repurchase Senior Subordinated Notes and Issuance of Zero Coupon Convertible Senior
Subordinated Notes

In April, 2004, we commenced a cash tender offer for all of our outstanding 12% Senior Subordinated Notes
due 2009. We redeemed $260.0 million outstanding principal amount of our senior subordinated notes as of
October 1, 2004, and incurred costs of $22.9 million resuiting from tender offer fees, consent fees, redemption
premiums, dealer manager fees and legal fees. In order to finance the cash tender offer, we issued $260.0 million
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of zero coupon convertible senior subordinated notes due 2024 and used cash on hand. The notes do not bear
cash interest, nor does the principal amount accrete. The notes are fully and unconditionally guaranteed on an
unsecured senior subordinated basis by certain existing and future subsidiaries of the Company.

Holders may convert the notes into approximately 26.5 million shares of our common stock at a conversion
rate of 101.8849 shares per $1,000 principal amount of notes before April 15, 2024 under the following
circumstances: (1) during any fiscal quarter commencing after June 30, 2004 through maturity if the closing sale
price of the Company’s common stock exceeds 120% of the conversion price for at least 20 trading days in the
30 consecutive trading-day period ending on the last trading day of the preceding fiscal quarter; (2) during the
five business-day period after any five consecutive trading-day period in which the trading price per $1,000
principal amount of notes for each day of that period was less than 98% of the product of the closing sale price of
the Company’s common stock and the conversion rate; (3) if the notes have been called for redemption; (4) after
the date, if ever, on which either Moody’s Investors Service, Inc. or Standard & Poor’s Rating Services assigns
an initial credit rating to the notes, during any period in which the credit rating assigned to the notes by either
Moody’s or S&P is three or more rating subcategories below the initial credit rating assigned by Moody’s or
S&P, as the case may be, or any period in which the notes are no longer rated by either Moody’s or S&P, as the
case may be, if such ratings agency had previously rated the notes; or (5) upon the occurrence of certain
corporate events. Beginning April 15, 2010, we may redeem any of the notes at specified redemption prices.
Holders may require us to repurchase the notes for cash on April 15 of 2010, 2014 and 2019. Upon the
occurrence of certain corporate events, each holder may require us to purchase all or a portion of such holder’s
notes for cash at a price equal to the principal amount of such notes. The notes are subordinated in right of
payment to all of our senior indebtedness. Upon conversion, the Company has the right to deliver cash in lieu of
shares of the Company’s common stock.

We received net proceeds of approximately $251.2 million from the sale of the notes after deducting
discounts and commissions and estimated offering expenses.

April 2004 Amendment to Senior Bank Facilities and Loan Repricing

On April 22, 2004 we refinanced $320.5 million of loans under our senior bank facilities. We replaced our
tranche E term loan facility with a new tranche F term loan facility, which bore interest at a base rate plus a
margin that is 0.50% per annum lower than the comparable margin borne by the tranche E term loan facility.
Principal repayments of the new tranche F term loan facility were to be due throughout 2008 and 2009, provided
that, if we had not redeemed or repurchased our second-lien senior secured notes in full on or prior to November
15, 2007, the tranche F term loan facility would mature on November 15, 2007. Additionally, in connection with
this repricing, the senior bank facilities were amended to, among other things:

* permit us to use for general corporate purposes up to $30 million of the proceeds from the sale of the
East Greenwich manufacturing facility;

¢ subject to certain restrictions, permit us to apply the net proceeds of certain equity or debt issuances to
be used to purchase, redeem or retire any of the first-lien senior secured notes, second-lien senior
secured notes or junior subordinated note;

» amend the definition of consolidated EBITDA in the credit agreement relating to the senior credit
facilities to permit the add back of premiums associated with the redemption, repayment or repurchase
of securities; and

* replace the existing revolving credit facility with a new facility that bore interest at a rate that was
0.50% per annum lower than the rate borne by the then existing revolving facility.
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December 2004 Amendment to Senior Bank Facilities and Repurchase of Senior Secured Notes

In December 2004, we refinanced the term loans under our senior bank facilities and increased our total
borrowings under these facilities to $645.5 million. We replaced $320.5 million of the tranche F term loan facility
with $645.5 million of a tranche G term loan facility with terms, other than the interest rate and principal balance,
that are largely identical to those of the tranche F term loan facility. Proceeds from the tranche G term loan facility
were used to acquire $130.0 million principal outstanding of our first-lien senior secured notes due 2010 and
$195.0 million principal outstanding of our second-lien senior secured notes due 2008. Principal payments under
the tranche G term loan facility are paid quarterly at an annualized rate of 1% of the original principal balance,
with the remaining principal due at maturity. The tranche G loan facility expires December 15, 2009, but can be
extended to December 15, 2011; provided that the zero coupon convertible senior subordinated notes and the
junior subordinated notes are redeemed by December 15, 2009 and December 15, 2010, respectively. We also
increased the interest rate on our term loans by 0.25% per annum. Costs incurred in connection with this
refinancing totaled $2.4 million, of which $1.9 million were expensed as incurred while the remaining $0.5
million of such costs were capitalized and are being amortized using the effective interest method.

As discussed above, in December 2004 we used proceeds from the refinancing of our senior bank facilities to
repurchase and retire all of our outstanding first-lien senior secured notes (at a price of 123.5%) and second-lien
senior secured notes (at a price of 118.8%). Also in connection with this debt repurchase, we wrote off $8.7 million
of unamortized debt discounts, $10.9 million of debt issuance costs and expensed $0.2 million of third-party
expenses in connection therewith.

Covenant Revisions in the Fourth Quarter of 2004

After meeting certain financial conditions during the fourth quarter of 2004, certain financial covenants
were revised in our senior bank facilities to:

* increase the maximum amount of sales, transfers and other dispositions of assets during any fiscal year
to $50.0 million aggregate fair market value;

*  permit acquisitions of up to $50 million in equity interests of other companies;
+ increase the maximum amount of other investments to $100.0 million;
* remove the minimum cash and cash equivalents requirement; and

» allow payment of fees and expenses in cash to TPG in an aggregate amount not to exceed $2.0 million
in any fiscal year.
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Debt Instruments, Guarantees and Related Covenants

The following table presents the components of long-term debt as of December 31, 2004 and 2003 (dollars
in millions):

December 31, 2004 December 31, 2003
Interest Interest
Rate Balance Rate Balance
Senior Bank Facilities:
Tranche E due 2007, interest payable monthly, net of discount
of 804 L —% $ —  4.4375% $ 320.1
Tranche G due 2005 through 2009, interest payable
quarterly . ... e 5.5625 645.5 — —
Revolver . ... . — — — —
645.5 320.1
First-Lien Senior Secured Notes due 2010, 12% interest payable
semi-annually, net of debt discountof $8.4 ................. — 191.6
Second-Lien Senior Secured Notes due 2008, 13% interest
effective February 2003 payable semi-annually, net of debt
discount of $7.4 .. ... e — 292.6
12% Senior Subordinated Notes due 2009, interest payable
Cosemi-annually Lo — 260.0
Zero Coupon Convertible Senior Subordinated Notes due 2024 . .. 260.0 —
10% Junior Subordinated Note due 2011, interest compounded
semi-annually, payable at maturity . ............. ... ....... 154.2 139.9
2.25% Note payable to Japanese bank due 2005 through 2010,
interest payable semi-annually ............ . ... . ... ... 211 243
Loan with a Chinese bank due 2006 through 2007, interest payable
monthly at 4.55% and 3.5%, respectively . .................. 20.0 20.0
Loan with a Chinese bank due 2004 through 2013 , interest payable
quarterly at 4.25% and 2.7%, respectively .................. 43.2 48.0
Capital lease obligations ............ ... iiiiiiniiian. 7.8 6.4
1,151.8 1,302.9
Less: Current maturities . ...........curvriinenerannanenn... (20.0) (11.4)
$1,131.8 $1,291.5

We have pledged substantially all of our tangible and intangible assets and similar assets of each of our
existing and subsequently acquired or organized domestic subsidiaries (but no more than 65% of the capital stock
of foreign subsidiaries held by them) to secure our senior bank facilities.

Semiconductor Components Industries, LLC, the primary domestic operating subsidiary of ON
Semiconductor Corporation, is the borrower under our senior bank facilities. ON Semiconductor Corporation and
our other domestic subsidiaries fully and unconditionally guarantee on a joint and several basis the obligations of
the borrower under such facilities. ON Semiconductor Corporation is the issuer, and SCI LLC is a guarantor, of
our zero coupon convertible senior subordinated notes due 2024. Our other domestic subsidiaries fully and
unconditionally guarantee on a joint and several basis the obligations of the issuers of such notes. None of our
non-U.S. subsidiaries guarantee the senior bank facilities or the notes.

As of December 31, 2004, we were in compliance with the various covenants and other requirements
contained in the credit agreement relating to our senior bank facilities and the indenture relating to our zero coupon
convertible senior subordinated notes. We believe that we will be able to comply with the various covenants and
other requirements contained in such credit agreement and the indenture through December 31, 2005.
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Our debt agreements contain, and any future debt agreements may include, a number of restrictive
covenants that impose significant operating and financial restrictions on among other things, our ability to:

* incur additional debt, including guarantees;

¢ incur liens;

+ sell or otherwise dispose of assets;

* make investments, loans or advances;

* make some acquisitions;

* engage in mergers or consolidations;

* make capital expenditures;

* pay dividends, redeem capital stock or make certain other restricted payments or investments;

* pay dividends from Semiconductor Components Industries, LLC to ON Semiconductor Corporation;
* engage in sale and leaseback transactions;

¢ enter into new lines of business;

* issue some types of preferred stock; and

* enter into transactions with our affiliates.

In addition, our senior bank facilities require that we maintain or achieve a minimum consolidated adjusted

EBITDA, as defined. Any future debt could contain financial and other covenants more restrictive than those that
are currently applicable.

Cash Management

Our ability to manage cash is limited, as our primary cash inflows and outflows are dictated by the terms of
our sales and supply agreements, contractual obligations, debt instruments and legal and regulatory requirements.
While we have some flexibility with respect to the timing of capital equipment purchases, we must invest in
capital on a timely basis to allow us to maintain our manufacturing efficiency and support our platforms of new
products.

Accounting Changes

During the second quarter of 2003, we changed our method of accounting for net unrecognized actuarial
gains or losses relating to our defined benefit pension obligations. Historically, we amortized our net
unrecognized actuarial gains or losses over the average remaining service lives of active plan participants, to the
extent that such net gains or losses exceeded the greater of 10% of the related projected benefit obligation or plan
assets. Effective January 1, 2003, we no longer defer any actuarial gains or losses but recognize such gains and
losses during the fourth quarter of each year, which is the period our annual pension plan actuarial valuations are
prepared. We believe that this change is to a preferable accounting method as actuarial gains or losses will be
recognized currently in income rather than being deferred.

The impact of this change for periods prior to January 1, 2003 was a charge of $21.5 million or $0.11 per
share, both before and after income taxes, and has been reflected as the cumulative effect of a change in
accounting principle in our consolidated statement of operations for 2003. The effect of the change in 2003 was
to decrease the loss before cumulative effect of accounting change by $7.3 million or $0.04 per share, both before
and after income taxes, and to increase the net loss by $14.2 million or $0.08 per share, both before and after
income taxes. Absent the accounting change, the $21.5 million of net unrecognized actuarial losses at
December 31, 2002 would have been recognized as an operating expense in future periods.
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Effective January 1, 2002, we adopted the provisions of Statement of Financial Accounting Standards
(“SFAS”) No. 141, “Business Combinations” and SFAS No. 142, “Goodwill and Other Intangible Assets.” The
provisions of SFAS No. 141 require that the purchase method of accounting be used for all business
combinations initiated after June 30, 2001, provide specific criteria for the initial recognition and measurement of
intangible assets apart from goodwill and require that unamortized negative goodwill be written off immediately
as an extraordinary gain instead of being deferred and amortized. SFAS No. 141 also requires that, upon adoption
of SFAS No. 142, we reclassify the carrying amounts of certain intangible assets into or out of goodwill based on
certain criteria. SFAS No. 142 primarily addresses the accounting for goodwill and intangible assets subsequent
to their initial recognition. The provisions of SFAS No. 142 prohibit the amortization of goodwill and indefinite-
lived intangible assets and require that such assets be tested annually for impairment (and in interim periods if
certain events occur indicating that the carrying value of goodwill and/or indefinite-lived intangible assets may
be impaired), require that reporting units be identified for the purpose of assessing potential future impairments
of goodwill and remove the forty-year limitation on the amortization period of intangible assets that have finite
lives. Goodwill amortization expense totaled $10.6 miilion in 2001.

SFAS No. 142 requires that goodwill be tested annually for impairment using a two-step process. The first
step of the goodwill impairment test, used to identify potential impairment, compares the estimated fair value of
a reporting unit with the related carrying amount including goodwill. If the estimated fair value of the reporting
unit exceeds its carrying amount, the reporting unit’s goodwill is not considered to be impaired and the second
step of the impairment test is unnecessary. If the reporting unit’s carrying amount exceeds its estimated fair
value, the second step test must be performed to measure the amount of the goodwill impairment loss, if any. The
second step test compares the implied fair value of the reporting unit’s goodwill, determined in the same manner
as the amount of goodwill recognized in a business combination, with the carrying amount of such goodwill. If
the carrying amount of the reporting unit’s goodwill exceeds the implied fair value of that goodwill, an
impairment loss is recognized in an amount equal to that excess.

Our goodwill at January 1, 2002 totaled $77.3 million and relates to the April 2000 acquisition of Cherry
Semiconductor Corporation (“Cherry”). As a result of the adoption of SFAS No. 142, we discontinued
amortization of the Cherry goodwill at the beginning of 2002.

During the first quarter of 2002, we identified our various reporting units, which correspond with our four
product lines, and allocated our assets and liabilities to such reporting units. The goodwill relating to the Cherry
acquisition was specifically identified with and included in our power management and standard analog reporting
unit. During the second quarter of 2002, we completed the first step of its transitional goodwill impairment test
and determined that the estimated fair value of the power management and standard analog reporting unit as of
January 1, 2002 exceeded the reporting unit’s carrying amount by a substantial amount. As a result, an
impairment of the Cherry goodwill as of that date was not indicated. We updated our goodwill impairment
analysis during the fourth quarter of 2003 and 2004 and determined that a related impairment did not exist.

Critical Accounting Policies and Estimates

The accompanying discussion and analysis of our financial condition and results of operations is based upon
our audited consolidated financial statements, which have been prepared in accordance with accounting
principles generally accepted in the United States of America. Note 3 “Significant Accounting Policies” of the
notes to our audited consolidated financial statements included elsewhere in this report contains a detailed
summary of our significant accounting policies. We believe certain of our accounting policies are critical to
understanding our financial position and results of operations. We utilize the following critical accounting
policies in the preparation of our financial statements.

Revenue. We generate revenue from sales of our semiconductor products to original equipment
manufacturers, electronic manufacturing service providers and distributors. We recognize revenue on sales to
original equipment manufacturers and electronic manufacturing service providers when title passes to the
customer net of provisions for related sales returns and allowances.
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Effective January 1, 2001, we changed our revenue recognition policy for distributor sales so that the related
revenues are now deferred until the distributor resells the product to the end user. This change eliminated the
need to provide for estimated sales returns from distributors. Title to products sold to distributors typically passes
at the time of shipment by us so we record accounts receivable for the amount of the transaction, reduce our
inventory for the products shipped and defer the related margin in our consolidated balance sheet. We recognize
the related revenue and cost of revenues when the distributor informs us that they have resold the products to the
end user. Although payment terms vary, most distributor agreements require payment within 30 days.

Sales returns and allowances are estimated based on historical experience. Given that our revenues consist
of a high volume of relatively similar products, our actual returns and allowances do not fluctuate significantly
from period to period, and our returns and allowances provisions have historically been reasonably accurate.

Freight and handling costs are included in cost of revenues and are recognized as period expense during the
period in which they are incurred.

Inventories. We carry our inventories at the lower of standard cost (which approximates actual cost on a
first-in, first-out basis) or market and record provisions for slow moving inventories based upon a regular
analysis of inventory on hand compared to historical and projected end user demand. Projected end user demand
is generally based on sales during the prior twelve months. These provisions can influence our results from
operations. For example, when demand falls for a given part, all or a portion of the related inventory is reserved,
impacting our cost of sales and gross profit. If demand recovers and the parts previously reserved are sold, we
will generally recognize a higher than normal margin. However, the majority of product inventory that has been
previously reserved is ultimately discarded. Although we do sell some products that have previously been written
down, such sales have historically been relatively consistent on a quarterly basis and the related impact on our
margins has not been material.

Deferred Tax Valuation Allowance. We record a valuation allowance to reduce our deferred tax assets to
the amount that is more likely than not to be realized. In determining the amount of the valuation allowance, we
consider estimated future taxable income as well as feasible tax planning strategies in each taxing jurisdiction in
which we operate. If we determine that we will not realize all or a portion of our remaining deferred tax assets,
we will increase our valuation allowance with a charge to income tax expense. Conversely, if we determine that
we will ultimately be able to utilize all or a portion of the deferred tax assets for which a valuation allowance has
been provided, the related portion of the valuation allowance will be released to income as a credit to income tax
expense. In the fourth quarter of 2001, a valuation allowance was established for our domestic deferred tax assets
and a portion of our foreign deferred tax assets. Additionally, throughout 2002, 2003 and 2004, no incremental
domestic deferred tax benefits were recognized. As of December 31, 2004 and 2003, gross deferred tax assets
were $695.1 million and $640.2 million, respectively, and the deferred tax asset valuation allowance was $694.6
million and $636.2 million, respectively. Our ability to utilize our deferred tax assets and the continuing need for
a related valuation allowance are monitored on an ongoing basis.

Impairment of Long-Lived Assets. We evaluate the recoverability of the carrying amount of our property,
plant and equipment whenever events or changes in circumstances indicate that the carrying amount of an asset
may not be fully recoverable. Impairment is assessed when the undiscounted expected cash flows derived for an
asset are less than its carrying amount. Impairment losses are measured as the amount by which the carrying
value of an asset exceeds its fair value and are recognized in operating results. We continually apply our best
judgment when applying these impairment rules to determine the timing of the impairment test, the undiscounted
cash flows used to assess impairments and the fair value of an impaired asset. The dynamic economic
environment in which we operate and the resulting assumptions used to estimate future cash flows impact the
outcome of our impairment tests. In recent years, most of our assets that have been impaired consist of assets that
were ultimately abandoned, sold or otherwise disposed of due to cost reduction activities and the consolidation of
our manufacturing facilities. In some instances, these assets have subsequently been sold for amounts higher than
their impaired value. When material, these gains are recorded in the restructuring, asset impairment and other, net
line item in our consolidated statement of operations and disclosed in the footnotes to the financial statements.
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Goodwill. We evaluate our goodwill for potential impairment on an annual basis or whenever events or
circumstances indicate that an impairment may have occurred in accordance with the provisions of SFAS No. 142
which requires that goodwill be tested for impairment using a two-step process. The first step of the goodwill
impairment test, used to identify potential impairment, compares the estimated fair value of the reporting unit
containing our goodwill with the related carrying amount. If the estimated fair value of the reporting unit exceeds
its carrying amount, the reporting unit’s goodwill is not considered to be impaired and the second step is
unnecessary. To date, our goodwill has not been considered to be impaired based on the results of this first step.

Defined Benefit Plans. We maintain pension plans covering certain of our employees. For financial
reporting purposes, net periodic pension costs are calculated based upon a number of actuarial assumptions,
including a discount rate for plan obligations, assumed rate of return on pension plan assets and assumed rate of
compensation increase for plan employees. All of these assumptions are based upon management’s judgment,
considering all known trends and uncertainties. Actual results that differ from these assumptions impact the
expense recognition and cash funding requirements of our pension plans. For example, as of December 31, 2004,
a one percentage point change in the discount rate utilized to determine our continuing foreign pension liabilities
and expense for our continuing foreign defined benefit plans would have impacted our results by approximately
$2.8 million.

Convertible Redeemable Preferred Stock. We account for the difference between the carrying amount of
our convertible redeemable preferred stock and the redemption value by increasing the carrying amount for
periodic accretion so that the carrying amount equals the redemption value at the earliest available redemption
date. The periodic accretion amount changes as our stock price changes and as additional dividends accrue.
Based on the average closing price of our common stock over the last 30 trading days preceding December 31,
2003 of $6.19, the accretion charge, in respect to the redemption feature, for 2003 was $0.5 million. We also
recognized an additional accretion charge of $1.8 million during the first quarter of 2004. However, due to
declines in our stock price after the first quarter of 2004, the average closing price used in the accretion
calculation at the end of each quarter was below the level that would result in accretion. The average closing
price of our common stock over the last 30 trading days preceding December 31, 2004 was $4.215. Therefore,
the previously recognized accretion charges shall be reversed on a straight-line basis through September 7, 2009,
unless future increases to our stock price require further accretion. During 2004, previously recognized accretion
charges of $0.3 million were reversed, resulting in net accretion charges of $1.5 million during 2004.

Contingencies. We are involved in a variety of legal matters that arise in the normal course of business.
Based on the available information, we evaluate the relevant range and likelihood of potential outcomes. In
accordance with SFAS No. 5, “Accounting for Contingencies”, we record the appropriate liability when the
amount is deemed probable and estimable.

Recent Accounting Pronouncements

In March 2004, the Emerging Issues Task Force (EITF) reached final consensuses on Issue 03-6
“Participating Securities and the Two-Class Method under FASB Statement No. 128, Earnings per Share” (Issue
03-6). Issue 03-6 addresses the computation of earnings per share by companies that have issued securities other
than common stock that contractually entitle the holder to participate in dividends and earnings of the company
when, and if, it declares dividends on its common stock. The issue also provides further guidance in applying the
two-class method of calculating earnings per share. Issue 03-6 is effective for fiscal periods beginning after
March 31, 2004, and prior period earnings per share amounts presented for comparative purposes should be
restated to conform to the consensus guidance. While this pronouncement impacts our earnings per share
calculation in periods of net income, we do not expect the adoption of Issue 03-6 to impact the Company’s
financial condition or results of operations. See “Note 10: Common Stock™ of the notes to our unaudited
consolidated financial statements included elsewhere in this report on Form 10-K.

In April 2004, the Financial Accounting Standards Board (“FASB”) issued FASB Staff Position No. 129-1
“Disclosure Requirements under FASB Statement No. 129, Disclosure of Information about Capital Structure,
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Relating to Contingently Convertible Securities” (“FSP 129-1”). FSP 129-1 interprets how the disclosure
provisions of FASB Statement No. 129 apply to contingently convertible securities and to their potentially
dilutive effects on eamnings per share. FSP 129-1 requires disclosure of the significant terms of the conversion
features of contingently convertible securities to enable users of financial statements to understand the
circumstances of the contingency and the potential impact of conversion. Disclosures should indicate whether the
shares that would be issued if the contingently convertible securities were converted are included in the
calculation of diluted EPS, and the reasons why or why not. See “Note 7: Long-Term Debt” and “Note 10:
Common Stock” of the notes to our unaudited consolidated financial statements included elsewhere in this report
on Form 10-K. FSP 129-1 also provides guidance on disclosures of information about derivative transactions
entered into in connection with the issuance of contingently convertible securities. FSP 129-1 is effective April 9,
2004 and applies to all existing and newly created securities. Our adoption of FSP 129-1 did not impact the
Company’s financial condition or results of operations.

In October 2004 the EITF reached final consensuses on Issue 04-8 “Accounting Issues Related to Certain
Features of Contingently Convertible Debt and the Effect on Diluted Earnings per Share” (“Issue 04-87). Issue 04-8
requires the dilutive effect of contingently convertible debt investments (“Co-Cos™) to be included in diluted
earnings per share computations regardless of whether the market price trigger (or other contingent feature) has
been met. The scope of Issue 04-8 includes all securities issued with embedded contingently convertible features
that are based on a market price contingency involving an entity’s own stock. Issue 04-8 is effective for fiscal
periods ending after December 15, 2004, and prior period earnings per share amounts presented for comparative
purposes should be restated to conform to the consensus guidance. Our zero coupon convertible senior subordinated
notes due 2024 that were issued in 2004 are contingently convertible and meet the scope of Issue 04-8. Due to a net
loss for the year ended December 31, 2004, diluted earnings per share did not include 26.5 million shares from the
assumed conversion of the zero coupon convertible senior subordinated notes, which were antidilutive. While this
pronouncement impacts our earnings per share calculation, we do not expect the adoption of Issue 04-8 to impact
our financial condition or results of operations. See “Note 10: Common Stock” of the notes to our unaudited
consolidated financial statements included elsewhere in this report on Form 10-K.

In October 2004, the EITF reached final consensus on Issue 04-10 “Determining Whether to Aggregate
Operating Segments That Do Not Meet the Quantitative Thresholds™ (“Issue 04-10”). SFAS No. 131
“Disclosures about Segments of an Enterprise and Related Information” requires that a public business enterprise
report financial and descriptive information about its reportable operating segments. Generally, financial
information is required to be reported on the basis that it is used internally for evaluating segment performance
and deciding how to allocate resources to segments. SFAS No. 131 requires that an enterprise report separate
information about each operating segment that (a) has been identified in accordance with paragraphs 10-15 of
that Statement or that results from aggregating two or more of those segments in accordance with paragraph 17
of that Statement and (b) exceeds the quantitative thresholds in paragraph 18 of that Statement. If an operating
segment does not meet one of the quantitative thresholds in paragraph 18, paragraph 19 permits an entity to
combine information about that segment with other operating segments that do not meet the quantitative
thresholds to produce a reportable segment only if the operating segments share a majority of the aggregation
criteria listed in paragraph 17. Paragraph 17 of Statement 131 permits two or more operating segments to be
aggregated into a single operating segment if aggregation is consistent with the objective and basic principles of
Statement 131, if the segments have similar economic characteristics, and if the segments are similar in certain
other areas. Issue 04-10 requires that operating segments that do not meet the quantitative thresholds be
aggregated only if aggregation is consistent with the objective and basic principles of Statement 131, the
segments have similar economic characteristics, and the segments share a majority of the aggregation criteria
listed in (a)-(e) of paragraph 17 of Statement 131. Issue 04-10 is effective for fiscal years ending after October
13, 2004. The corresponding information for earlier periods, including interim periods, should be restated unless
it is impractical to do so. While this pronouncement impacts our financial statement disclosures (see Note 18
“Segment Information™), the adoption of Issue 04-10 does not impact our financial condition or results of
operations.
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In November 2004, the FASB issued SFAS No. 151, “Inventory Costs — An Amendment of ARB No. 43,
Chapter 4”. SFAS No. 151 amends the guidance in ARB No. 43, Chapter 4, “Inventory Pricing,” to clarify the
accounting for abnormal amounts of idle facility expense, freight, handling costs, and wasted material (spoilage).
Paragraph 5 of ARB 43, Chapter 4, previously stated that “. . . under some circumstances, items such as idle
facility expense, excessive spoilage, double freight, and rehandling costs may be so abnormal as to require
treatment as current period charges . . ..” SFAS No. 151 requires that those items be recognized as current-period
charges regardless of whether they meet the criterion of “so abnormal.” In addition, this Statement requires that
allocation of fixed production overheads to the costs of conversion be based on the normal capacity of the
production facilities. The provisions of SFAS No. 151 are effective for inventory costs incurred during fiscal
years beginning after June 15, 2005 and shall be applied prospectively. Our adoption of the provisions of SFAS
No. 151 is not expected to impact our financial condition or results of operations.

In December 2004, the FASB issued SFAS No. 123R, “Share-Based Payment”. SFAS No. 123R is a revision
of SFAS No. 123, “Accounting for Stock-Based Compensation.” SFAS No. 123R also supersedes APB Opinion
No. 25, “Accounting for Stock Issued to Employees,” and its related implementation guidance. SFAS No. 123R
requires a public entity to measure the cost of employee services received in exchange for an award of equity
instruments based on the grant-date fair value of the award. That cost will be recognized over the period during
which an employee is required to provide service in exchange for the award. SFAS No. 123R requires public
entities to initially measure the cost of employee services received in exchange for an award of liability
instruments based on its current fair value; and requires the fair value of that award to be remeasured subsequently
at each reporting date through the settlement date. Changes in fair value during the requisite service period will be
recognized as compensation cost over that period. The grant-date fair value of employee share options and similar
instruments will be estimated using option-pricing models adjusted for the unique characteristics of those
instruments (unless observable market prices for the same or similar instruments are available). If an equity award
is modified after the grant date, incremental compensation cost will be recognized in an amount equal to the
excess of the fair value of the modified award over the fair value of the original award immediately before the
modification. Excess tax benefits will be recognized as an addition to paid-in capital. Cash retained as a result of
those excess tax benefits will be presented in the statement of cash flows as financing cash inflows. The write-off
of deferred tax assets relating to unrealized tax benefits associated with recognized compensation cost will be
recognized as income tax expense unless there are excess tax benefits from previous awards remaining in paid-in
capital to which it can be offset. SFAS No. 123R is effective as of the beginning of the first interim or annual
reporting period that begins after June 15, 2005 and applies to all awards granted after the required effective date
and to awards modified, repurchased, or cancelled after that date. The cumulative effect of initially applying SFAS
No. 123R, if any, is recognized as of the required effective date. We plan to adopt SFAS No. 123R using the
modified prospective application method as defined by SFAS No. 123R and accordingly will begin recognizing
compensation expense in the third quarter of 2005, which we believe will be approximately $7.5 million for the
second half of 2005, utilizing the current model and valuation assumptions and an assumed level of grants for the
first half of 2005. However, we are evaluating alternative valuation models that may reduce the expected 2005
expense. The adoption of SFAS No. 123R’s fair value method will have an adverse impact on our results of
operations, although it will have no impact on our overall financial position.

In December 2004, the FASB issued SFAS No. 153, “Exchange of Nonmonetary Assets — An amendment
of APB Opinion No. 29”. The guidance in APB Opinion No. 29, “Accounting for Nonmonetary Transactions,” is
based on the principle that exchanges of nonmonetary assets should be measured based on the fair value of the
assets exchanged. The guidance in that Opinion, however, included certain exceptions to that principle. This
Statement amends Opinion 29 to eliminate the exception for nonmonetary exchanges of similar productive assets
and replaces it with a general exception for exchanges of nonmonetary assets that do not have commercial
substance. A nonmonetary exchange has commercial substance if the future cash flows of the entity are expected
to change significantly as a result of the exchange. The provisions of SFAS No. 153 are effective for
nonmonetary asset exchanges occurring in fiscal periods beginning after June 15, 2005 and shall be applied
prospectively. Our adoption of the provisions of SFAS No. 153 is not expected to impact our financial condition
or results of operations.
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In December 2004, the Financial Accounting Standards Board (“FASB”) issued FASB Staff Position
(“FSP”) No. 109-2, “Accounting and Disclosure Guidance for the Foreign Earnings Repatriation Provision
within the American Jobs Creation Act of 2004.” The American Jobs Creation Act introduces a special one-time
dividends received deduction on the repatriation of certain foreign earnings to U.S. companies, provided certain
criteria are met. FSP No. 109-2 provides accounting and disclosure guidance on the impact of the repatriation
provision on a company’s income tax expense and deferred tax liability. We do not intend to utilize the one-time
favorable foreign dividend provision. Accordingly, we have not adjusted our income tax expense or deferred tax
liability to reflect the tax impact of any repatriation of non-U.S. earnings we may make.

Trends, Risks and Uncertainties
Overview

This Annual Report on Form 10-K includes “forward-looking statements,” as that term is defined in
Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. All
statements, other than statements of historical facts, included or incorporated in this Form 10-K are forward-
looking statements, particularly statements about our plans, strategies and prospects under the headings
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” and “Business.”
Forward-looking statements are often characterized by the use of words such as “believes,” “estimates,”
“expects,” “projects,” “may,” “will,” “intends,” “plans,” or “anticipates,” or by discussions of strategy, plans or
intentions. All forward-looking statements in this Form 10-K are made based on our current expectations and
estimates, which involve risks, uncertainties and other factors that could cause results or events to differ
materially from those expressed in forward-looking statements. Among these factors are, as discussed more
below, our recent net losses and possible future losses, changes in overall economic conditions, the cyclical
nature of the semiconductor industry, changes in demand for our products, changes in inventories at our
customers and distributors, technological and product development risks, availability of raw materials,
competitors’ actions, pricing and gross profit pressures, loss of key customers, order cancellations or reduced
bookings, changes in manufacturing yields, control of costs and expenses, significant litigation, risks associated
with acquisitions and dispositions, risks associated with our substantial leverage and restrictive covenants in our
debt agreements, risks associated with our international operations, the threat or occurrence of international
armed conflict and terrorist activities both in the United States and internationally, risks and costs associated with
increased and new regulation of corporate governance and disclosure standards (including pursuant to Section
404 of the Sarbanes-Oxley Act of 2002), and risks involving environmental or other governmental regulation.
Additional factors that could affect our future results or events are described from time to time in our Securities
and Exchange Commission reports. See in particular the description of trends, risks and uncertainties that is set
forth below and similar disclosures in subsequently filed reports. Readers are cautioned not to place undue
reliance on forward-looking statements. We assume no obligation to update such information.

[ENT3

You should carefully consider the trends, risks and uncertainties described below and other information in
this Form 10-K and subsequent reports filed with or furnished to the Securities and Exchange Commission before
making any investment decision with respect to our securities. If any of the following trends, risks or
uncertainties actually occurs or continues, our business, financial condition or operating results could be
materially adversely affected, the trading prices of our securities could decline, and you could lose all or part of
your investment. All forward-looking statements attributable to us or persons acting on our behalf are expressly
qualified in their entirety by this cautionary statement.

Trends, Risks and Uncertainties Related to Our Business

We have experienced declines in revenues and operating losses, and we may experience additional declines in
revenues and operating losses in the future.

Our historical financial results have been, and our future financial results are anticipated to be, subject to
substantial fluctuations. Our revenues for 2004 were $1,266.9 million, compared to $1,069.1 million for 2003
and $1,093.7 million in 2002. We incurred net losses of $123.7 million, $166.7 million and $141.9 million in
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2004, 2003 and 2002, respectively. Reduced end-user demand, continued price declines, excess inventory,
underutilization of our manufacturing capacity and other factors could adversely affect our business in the near
term and we may experience additional declines in revenue and operating losses in the future. In order to return
to profitability, we must successfully implement our business plan, including our cost reduction initiatives.
However, we also currently face an environment of uncertain demand and pricing pressure in the markets our
products address. We cannot assure you that we will be able to return to profitability or that we will be able to
sustain our profitability, if achieved.

We operate in the highly cyclical semiconductor industry, which is subject to significant downturns.

The semiconductor industry is highly cyclical. The industry has experienced significant downturns, often in
connection with, or in anticipation of, maturing product cycles (for semiconductors and for the end-user products
in which they are used) and declines in general economic conditions. These downturns have been characterized
by diminished product demand, production overcapacity, high inventory levels and accelerated erosion of
average selling prices. We have experienced these conditions in our business in the past and may experience such
downturns in the future. The most recent downturn, which began in the fourth quarter of 2000, was severe and
prolonged, and it is uncertain whether recent improvements in semiconductor industry performance will continue
or whether such improvements will benefit us to the same extent as they benefit other industry participants.
Future downturns in the semiconductor industry may also be severe and prolonged. Future downturns in the
semiconductor industry, or any failure of the industry to fully recover from its recent downturn, could seriously
impact our revenues and harm our business, financial condition and results of operations.

During the 1990s and continuing into 2000, the semiconductor industry enjoyed unprecedented growth,
benefiting from the rapid expansion of the internet and other computing and communications technologies.
During 2001, we — like many of our customers and competitors — were adversely affected by a general
economic slowdown and an abrupt decline in demand for many of the end-user products that incorporate our
integrated circuits and standard semiconductors. The terrorist attacks of September 11, 2001 also further
depressed economic activity and demand for end-user products. The impact of slowing end-customer demand
was compounded by higher than normal levels of equipment and component inventories among our original
equipment manufactarer, subcontractor and distributor customers, resuiting in increasing pricing pressure. We
expect that factors including, but not limited to, economic uncertainty and downturns relating to the threat or
actual occurrence of armed international conflict or terrorist attacks, reduced demand for end-user products,
underutilization of our manufacturing capacity and changes in our revenue mix could adversely impact our
operating results in the near term.

Our gross profit is dependent on a number of factors, including our level of capacity utilization.

Semiconductor manufacturing requires significant capital investment, leading to high fixed costs, including
depreciation expense. If we are unable to utilize our manufacturing and testing facilities at a high level, the fixed
costs associated with these facilities will not be fully absorbed, resulting in higher average unit costs and lower
gross profits. As a percentage of revenues, gross profit was 32.4% for 2004, compared to 28.1% for 2003 and
27.3% in 2002. Gross profit declined sequentially in the fourth quarter of 2002, the first quarter of 2003 and the
third quarter of 2003, in each case as a result of pricing pressure. Increased competition and other factors may
lead to further price erosion, lower revenues and lower margins for us in the future.

The failure to implement, as well as the completion and impact of, our profitability enhancement programs
and cost reductions could adversely affect our business.

Between 2000 and the end of 2004, we implemented a number of cost reduction initiatives in response to the
significant downturn in our industry. These initiatives have included accelerating our manufacturing moves into
lower cost regions, transitioning higher-cost external supply to internal manufacturing, working with our material
suppliers to further lower costs, personnel reductions, reductions in employee compensation, temporary
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shutdowns of facilities with mandatory vacation and aggressively streamlining our overhead. However, we
cannot assure you that these cost reduction initiatives will, in and of themselves, return us to profitability.

We recorded restructuring charges of $19.6 million in 2004, $61.2 million in 2003 and $27.7 million in
2002 to cover costs associated with our cost reduction initiatives. These costs were primarily comprised of
employee separation costs and asset impairments. The impact of these restructuring actions on our ability to
compete effectively is subject to risks and uncertainties. Because our restructuring activities involve changes to
many aspects of our business, the cost reductions could adversely impact productivity and sales to an extent we
have not anticipated. Even if we fully execute and implement these activities and they generate the anticipated
cost savings, there may be other unforeseeable factors that could adversely impact our profitability and business.

If we are unable to implement our business strategy, our revenues and profitability may be adversely affected.

Our future financial performance and success are largely dependent on our ability to implement our business
strategy successfully. Our present business strategy to build upon our position as a global supplier of power and
data management semiconductors and standard semiconductor components includes, without limitation, plans
to: (1) maintain and refine our product portfolio; (2) continue to develop leading edge customer support services;
(3) expand further our just-in-time delivery capabilities; (4) increase our die manufacturing capacity in a
cost-effective manner; (5) reduce further the number of our product platforms and process flows; (6) continue to
manage our existing portfolio of products aggressively; (7) rationalize our manufacturing operations; (8) relocate
manufacturing operations or outsource to lower cost regions; (9) reduce selling and administrative expenses;
(10) reduce capital expenditures; (11) actively manage working capital; (12) develop new products in a more
efficient manner; and (13) focus on the development of power management and standard analog and high
frequency clock and data management products. We cannot assure you that we will successfully implement our
business strategy or that implementing our strategy will sustain or improve our results of operations. In
particular, we cannot assure you that we will be able to build our position in markets with high growth potential,
increase our volume or revenue, rationalize our manufacturing operations or reduce our costs and expenses.

Our business strategy is based on our assumptions about the future demand for our current products and the
new products and applications that we are developing and on our ability to produce our products profitably. Each
of these factors depends on our ability, among other things, to finance our operating and product development
activities, maintain high quality and efficient manufacturing operations, relocate and close manufacturing
facilities and reduce operating expenses as part of our ongoing cost restructuring with minimal disruption to our
operations, access quality raw materials and contract manufacturing services in a cost-effective and timely
manner, protect our intellectual property portfolio and attract and retain highly-skilled technical, managerial,
marketing and finance personnel. Several of these and other factors that could affect our ability to implement our
business strategy, such as risks associated with international operations, the threat or occurrence of armed
international conflict and terrorist activities, increased competition, legal developments and general economic
conditions, are beyond our control. In addition, circumstances beyond our control and changes in our business or
industry may require us to change our business strategy.

We may require additional capital in the future, and additional funds may not be available on terms
acceptable to us.

We believe that our existing cash and cash equivalents, together with the cash that we expect to generate
from our operations and sales of assets in the ordinary course of business, will be sufficient to meet our planned
capital needs for the next twelve months. However, it is possible that we may need to raise additional capital to
fund our future activities or to consummate acquisitions of other businesses, products or technologies. As of
March 7, 2005, we have $10.2 million of borrowing capacity available under our revolving credit facility.
Subject to the restrictions contained in our senior bank facilities and the indenture governing our zero coupon
convertible senior subordinated notes, we may be able to raise these funds by selling securities to the public or
selected investors, or by borrowing money. We may not be able to obtain additional funds on favorable terms, or
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at all. If adequate funds are not available, we may be required to curtail our operations significantly, reduce
planned capital expenditures and research and development, make selective dispositions of our assets or obtain
funds through arrangements with strategic partners or others that may require us to relinquish rights to certain
technologies or potential markets, or otherwise impair our ability to remain competitive.

We may be unable to make the substantial research and development investments required to remain
competitive in our business.

The semiconductor industry requires substantial investment in research and development in order to develop
and bring to market new and enhanced technologies and products. We are committed to maintaining spending on
new product development in order to stay competitive in our markets. We cannot assure you that we will have
sufficient resources to maintain the level of investment in research and development that is required to remain
competitive. The primary emphasis of our new product development is in the power management and standard
analog and high frequency clock and data management solutions, with approximately 70% of our overall
research and development investment targeted in these areas.

Uncertainties involving the ordering and shipment of, and payment for, our products could adversely affect
our business.

Our sales are typically made pursuant to individual purchase orders and we generally do not have long term
supply arrangements with our customers. Generally, our customers may cancel orders 30 days prior to shipment
without incurring significant penalty. We routinely purchase inventory based on customers’ estimates of demand
for their products, which is difficult to predict. This difficulty may be compounded when we sell to original
equipment manufacturers indirectly through distributors or contract manufacturers, or both, as our forecasts for
demand are then based on estimates provided by multiple parties. In addition, our customers may change their
inventory practices on short notice for any reason. The cancellation or deferral of product orders, the return of
previously sold products or overproduction due to failure of anticipated orders to materialize could result in
excess obsolete inventory, which could result in write-downs of inventory or the incurrence of significant
cancellation penalties under our arrangements with our raw materials and equipment suppliers.

In 2002 and the first half of 2003, short customer lead times prevailed given the over-capacity in the
industry. These and other factors adversely affected our revenues during these periods.

An inability to introduce new products could adversely affect us, and changing technologies or consumption
patterns could reduce the demand for our products.

Rapidly changing technologies and industry standards, along with frequent new product introductions,
characterize the industries that are currently the primary end-users of semiconductors. As these industries evolve
and introduce new products, our success will depend on our ability to predict and adapt to these changes in a
timely and cost-effective manner by designing, developing, manufacturing, marketing and providing customer
support for our own new products and technologies.

We cannot assure you that we will be able to identify changes in the product markets and requirements of
our customers and end-users and adapt to such changes in a timely and cost-effective manner. Nor can we assure
you that products or technologies that may be developed in the future by our competitors and others will not
render our products or technologies obsolete or noncompetitive. A fundamental shift in technologies or
consumption patterns in our existing product markets or the product markets of our customers or end-users could
have a material adverse effect on our business or prospects.

54




Competition in our industry could prevent us from maintaining our revenues and from raising prices to offset
increases in costs.

The semiconductor industry, particularly the market for semiconductor components, is highly competitive.
As a result of the recent economic downturn, competition in the markets in which we operate has intensified as
manufacturers of semiconductor components have offered reduced prices in order to combat production
overcapacity and high inventory levels. Although only a few companies compete with us in all of our product
lines, we face significant competition within each of our product lines from major international semiconductor
companies as well as smaller companies focused on specific market niches. In addition, companies not currently
in direct competition with us may introduce competing products in the future. The semiconductor components
industry has also been undergoing significant restructuring and consolidations that could adversely affect our
competitiveness.

Many of our competitors may have certain advantages over us, including substantially greater financial and
other resources with which to withstand adverse economic or market conditions and pursue development,
engineering, manufacturing, marketing and distribution of their products; longer independent operating histories
and presence in key markets; patent protection; and greater name recognition.

Because our components are often building block semiconductors that in some cases can be integrated into
more complex integrated circuits, we also face competition from manufacturers of integrated circuits,
application-specific integrated circuits and fully customized integrated circuits, as well as customers who develop
their own integrated circuit products.

We compete in different product lines to various degrees on the basis of price, quality, technical
performance, product features, product system compatibility, customized design, strategic relationships with
customers, new product innovation, availability, delivery timing and reliability and customer sales and technical
support. Gross profits in the industry vary by geographic region depending on local demand for the products in
which semiconductors are used, such as personal computers, industrial and telecommunications equipment,
consumer electronics and automotive goods. Qur ability to compete successfully depends on elements both
within and outside of our control, including industry and general economic trends.

Unless we maintain manufacturing efficiency, our future profitability could be adversely affected.

Manufacturing semiconductor components involves highly complex processes that require advanced
equipment. We and our competitors continuously modify these processes in an effort to improve yields and
product performance. Impurities or other difficulties in the manufacturing process can lower yields. Our
manufacturing efficiency will be an important factor in our future profitability, and we cannot assure you that we
will be able to maintain our manufacturing efficiency or increase manufacturing efficiency to the same extent as
our competitors.

From time to time, we have experienced difficulty in beginning production at new facilities, transferring
production to other facilities or in effecting transitions to new manufacturing processes that have caused us to
suffer delays in product deliveries or reduced yields. We cannot assure you that we will not experience
manufacturing problems in achieving acceptable yields or experience product delivery delays in the future as a
result of, among other things, capacity constraints, construction delays, transferring production to other facilities,
upgrading or expanding existing facilities or changing our process technologies, any of which could result in a
loss of future revenues. Our results of operations could also be adversely affected by the increase in fixed costs
and operating expenses related to increases in production capacity if revenues do not increase proportionately.
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We could be required to incur significant capital expenditures for manufacturing technology and equipment
to remain competitive.

Our capital expenditures were $81.8 million, $59.8 million and $40.5 million for 2004, 2003 and 2002,
respectively. We may be required to increase our future capital expenditures to meet increased demand.

Semiconductor manufacturing has historically required, and in the future is likely to continue to require, a
constant upgrading of process technology to remain competitive, as new and enhanced semiconductor processes
are developed which permit smaller, more efficient and more powerful semiconductor devices. We maintain
certain of our own manufacturing, assembly and test facilities, which have required and will continue to require
significant investments in manufacturing technology and equipment. We have made substantial capital
expenditures and installed significant production capacity to support new technologies and increased production
volume.

We cannot assure you that we will have sufficient capital resources to make necessary investments in
manufacturing technology and equipment. In addition, our principal credit agreement limits the amount of our
capital expenditures.

If we were to lose one of our large customers, our revenues and profitability could be adversely affected.

Product sales to our ten largest customers accounted in the aggregate for approximately 54%, 54% and 52%
of our revenues in 2004, 2003 and 2002, respectively. Many of our customers operate in cyclical industries, and
in the past we have experienced significant fluctuations from period to period in the volume of our products
ordered. Generally, our agreements with our customers impose no minimum or continuing obligations to
purchase our products. We cannot assure you that any of our customers will not significantly reduce orders or
seek price reductions in the future or that the loss of one or more of our customers would not have a material
adverse effect on our business or prospects.

The loss of our sources of raw materials or manufacturing services, or increases in the prices of such goods or
services, could adversely affect our operations and productivity.

Our results of operations could be adversely affected if we are unable to obtain adequate supplies of raw
materials in a timely manner or if the costs of our raw materials increase significantly or their quality
deteriorates. Our manufacturing processes rely on many raw materials, including silicon wafers, copper lead
frames, mold compound, ceramic packages and various chemicals and gases. Generally, our agreements with
suppliers impose no minimum or continuing supply obligations, and we obtain our raw materials and supplies
from a large number of sources on a just-in-time basis. From time to time, suppliers may extend lead times, limit
supplies or increase prices due to capacity constraints or other factors. Although we believe that our current
supplies of raw materials are adequate, shortages could occur in various essential materials due to interruption of
supply or increased demand in the industry.

In addition, for some of our products, such as our new Silicon Germanium (SiGe) technology, we are
dependent upon a limited number of highly specialized suppliers for required components and materials. The
number of qualified alternative suppliers for these kinds of technologies is extremely limited. We cannot assure
you that we will not lose our suppliers for these key technologies or that our suppliers will be able to meet
performance and quality specifications or delivery schedules. Disruption or termination of our limited supply
sources for these components and materials could delay our shipments of products utilizing these technologies
and damage relationships with current and prospective customers.

We also use third-party contractors for some of our manufacturing activities, primarily for wafer fabrication
and the assembly and testing of final goods. These contract manufacturers, including AIT, ASE, KEC,
MagnaChip, Phenitec and PSI, accounted for approximately 28%, 26% and 30% of our manufacturing costs in
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2004, 2003 and 2002, respectively. Our agreements with these manufacturers typically require us to forecast
product needs and commit to purchase services consistent with these forecasts, and in some cases require longer-
term commitments in the early stages of the relationship. Our operations could be adversely affected if these
contractual relationships were disrupted or terminated, the cost of such services increased significantly, the
quality of the services provided deteriorated or our forecasts proved to be materially incorrect.

Acquisitions and strategic alliances may harm our operating results or cause us to incur debt or assume
contingent liabilities or dilute our stockholders.

We may in the future acquire and form strategic alliances relating to other businesses, products and
technologies. Successful acquisitions and alliances in the semiconductor industry are difficult to accomplish
because they require, among other things, efficient integration and aligning of product offerings and
manufacturing operations and coordination of sales and marketing and research and development efforts. The
difficulties of integration and alignment may be increased by the necessity of coordinating geographically
separated organizations, the complexity of the technologies being integrated and aligned and the necessity of
integrating personnel with disparate business backgrounds and combining different corporate cultures. The
integration and alignment of operations following an acquisition or alliance requires the dedication of
management resources that may distract attention from the day-to-day business, and may disrupt key research
and development, marketing or sales efforts. In addition, we may issue equity securities to pay for future
acquisitions or alliances, which could be dilutive to existing stockholders. We may also incur debt or assume
contingent liabilities in connection with acquisitions and alliances, which could harm our operating results.
Without strategic acquisitions and alliances we may have difficulty meeting future customer product and service
requirements.

Our international operations subject us to risks inherent in doing business on an international level that could
adversely impact our results of operations.

Approximately 28%, 56% and 16% of our revenues in 2004 and 30%, 52% and 18% of our revenues in
2003 were derived from the Americas, the Asia/Pacific region and Europe (including the Middle East),
respectively. We maintain significant operations in Seremban, Malaysia; Carmona, the Philippines; Aizu, Japan;,
Leshan, China; Roznov, the Czech Republic; and Piestany, the Slovak Republic. In addition, we rely on a number
of contract manufacturers whose operations are primarily located in the Asia/Pacific region.

We cannot assure you that we will be successful in overcoming the risks that relate to or arise from
operating in international markets. Risks inherent in doing business on an international level include, among
others, the following:

* economic and political instability (including as a result of the threat or occurrence of armed
international conflict or terrorist attacks);

¢ changes in regulatory requirements, tariffs, customs, duties and other trade barriers;
* transportation delays;

« power supply shortages and shutdowns;

» difficulties in staffing and managing foreign operations and other labor problems;

* currency convertibility and repatriation;

» taxation of our earnings and the earnings of our personnel; and

* other risks relating to the administration of or changes in, or new interpretations of, the laws, regulations
and policies of the jurisdictions in which we conduct our business.
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Qur activities outside the United States are subject to additional risks associated with fluctuating currency
values and exchange rates, hard currency shortages and controls on currency exchange. While our sales are
primarily denominated in U.S. dollars, worldwide semiconductor pricing is influenced by currency rate
fluctuations.

If we fail to attract and retain highly-skilled personnel, our results of operations and competitive position
could deteriorate.

Our success depends upon our ability to attract and retain highly-skilled technical, managerial, marketing
and finance personnel. The market for personnel with such qualifications is highly competitive. For example,
analog component designers are difficult to attract and retain, and the failure to attract and retain analog
component designers could compromise our ability to keep pace with our competitors in the market for analog
components. We have not entered into employment agreements with all of our key personnel. As employee
incentives, we issue common stock options that generally have exercise prices at the market value at time of the
grant and that are subject to vesting. At times, our stock price has declined substantially, reducing the
effectiveness of these incentives. Loss of the services of, or failure to effectively recruit, qualified personnel,
including senior managers and design engineers, could have a material adverse effect on our business.

Changes in stock option accounting rules may adversely impact our results of operations prepared in
accordance with generally accepted accounting principles, our stock price and our competitiveness in the
employee marketplace.

Technology companies like ours have a history of using broad-based employee stock option programs to
hire, incentivize and retain our workforce in a competitive marketplace. Statement of Financial Accounting
Standards (“SFAS™) No. 123, “Accounting for Stock-Based Compensation,” allowed companies the choice of
either using a fair value method of accounting for options, which would result in expense recognition for all
options granted, or using an intrinsic value method, as prescribed by Accounting Principles Board Opinion
(“APB™) No. 25, “Accounting for Stock Issued to Employees,” with a pro forma disclosure of the impact on net
income (loss) of using the fair value recognition method. We have elected to apply APB 25 and accordingly, we
generally do not recognize any expense with respect to employee stock options as long as such options are
granted at exercise prices equal to the fair value of our common stock on the date of grant. In December 2004,
the Financial Accounting Standards Board issued SFAS No. 123R, “Share-Based Payment,” which replaces
SFAS No. 123 and supersedes APB Opinion No. 25. Under SFAS No. 123R, companies are required to measure
the compensation costs of share-based compensation arrangements based on the grant-date fair value and
recognize the costs in the financial statements over the period during which employees are required to provide
services. The guidance provides that employee stock options and employee stock purchase plan shares are
included within the term “share-based compensation arrangements.” Public companies will be required to apply
SFAS No. 123R as of the first interim or annual reporting period beginning after June 15, 2005. The cumulative
effect of initially applying SFAS No. 123R, if any, is recognized as of the required effective date. We plan to
adopt SFAS No. 123R using the modified prospective application method as defined by SFAS No. 123R and
accordingly will begin recognizing compensation expense in the third quarter of 2005, which we believe will be
approximately $7.5 million for the second half of 2005, utilizing the current model and valuation assumptions
and an assumed level of grants for the first half of 2005. However, our actual compensation expense could differ
from the preceding estimate due to many factors including the possibility of us using an alternative valuation
method. The adoption of SFAS No. 123R beginning in the third quarter of fiscal 2005 will have an adverse
impact on our results of operations as we will be required to expense the fair value of our share-based
compensation arrangements rather than disclosing the impact on results of operations within our footnotes in
accordance with the disclosure provisions of SFAS No. 123. This could negatively impact our future common
stock price. In addition, this could impact our ability to utilize broad-based employee stock plans to reward
employees and could result in a competitive disadvantage to us in the employee marketplace.




We use a significant amount of intellectual property in our business. Some of that intellectual property is
currently subject to disputes with third parties, and litigation could arise in the future. If we are unable to
protect the intellectual property we use, our business could be adversely affected.

We rely on patents, trade secrets, trademarks, mask works and copyrights to protect our products and
technologies. Some of our products and technologies are not covered by any patents or pending patent
applications and we cannot assure you that:

* any of the substantial number of U.S. and foreign patents and pending patent applications that we
employ in our business, including those that Motorola assigned, licensed or sublicensed to us in
connection with our 1999 recapitalization, will not lapse or be invalidated, circumvented, challenged,
abandoned or licensed to others;

» the license rights granted by Motorola in connection with our recapitalization will provide competitive
advantages to us;

» any of our pending or future patent applications will be issued or have the coverage originally sought;

* any of the trademarks, copyrights, trade secrets, know-how or mask works that Motorola has assigned,
licensed or sublicensed to us in connection with our recapitalization will not lapse or be invalidated,
circumvented, challenged, abandoned or licensed to others; or

* any of our pending or future trademark, copyright, or mask work applications will be issued or have the
coverage originally sought.

In addition, our competitors or others may develop products or technologies that are similar or superior to
our products or technologies, duplicate our products or technologies or design around our protected technologies.
Effective patent, trademark, copyright and trade secret protection may be unavailable, limited or not applied for
in the United States and in foreign countries.

Also, we may from time to time in the future be notified of claims that we may be infringing third-party
patents or other intellectual property rights. Motorola has agreed to indemnify us for a limited period of time with
respect to some claims that our activities infringe on the intellectual property rights of others. If necessary or
desirable, we may seek licenses under such patents or intellectual property rights. However, we cannot assure
you that we will obtain such licenses or that the terms of any offered licenses will be acceptable to us. The failure
to obtain a license from a third party for technologies we use could cause us to incur substantial liabilities or to
suspend the manufacture or shipment of products or our use of processes requiring the technologies. Litigation
could cause us to incur significant expense, by adversely affecting sales of the challenged product or
technologies and diverting the efforts of our technical and management personnel, whether or not such litigation
is resolved in our favor. In the event of an adverse outcome in any such litigation, we may be required to:

¢ pay substantial damages;

* cease the manufacture, use, sale or importation of infringing products;

» expend significant resources to develop or acquire non-infringing technologies;

+ discontinue the use of processes; or -

* obtain licenses to the infringing technologies.

We cannot assure you that we would be successful in any such development or acquisition or that any such

licenses would be available to us on reasonable terms. Any such development, acquisition or license could
require the expenditure of substantial time and other resources.

We will also seek to protect our proprietary technologies, including technologies that may not be patented or
patentable, in part by confidentiality agreements and, if applicable, inventors’ rights agreements with our
collaborators, advisors, employees and consultants. We cannot assure you that these agreements will not be
breached, that we will have adequate remedies for any breach or that persons or institutions will not assert rights
to intellectual property arising out of our research.
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We are party to securities class action litigation which may be costly to defend and the outcome of which is
uncertain.

In July 2001, three stockholder class action lawsuits were filed in the United States District Court for the
Southern District of New York against us, certain of our former officers, current and former directors and various
investment banking firms who acted as underwriters in connection with our initial public offering in May 2000.
In April 2002, the plaintiffs filed a consolidated, amended complaint that supercedes the individual complaints
originally filed. The amended complaint generally alleges that our offering documents failed to disclose certain
underwriting fees and commissions and underwriter tie-ins and other arrangements with certain customers of the
underwriters that impacted the price of our common stock in the after-market. The plaintiffs are seeking
unspecified damages. On July 15, 2002, together with other issuer defendants, we filed a collective motion to
dismiss the class action lawsuit. On February 19, 2003, the Court dismissed claims brought against us under the
antifraud provisions of the securities laws with prejudice. However, the Court denied the motion to dismiss
claims brought under the registration provisions of the securities laws. In addition, the parties have stipulated to
the voluntary dismissal without prejudice of claims brought against the current and former directors and officers
who were named as individual defendants in the litigation. In June 2003, upon the determination of a special
independent committee of our Board of Directors, we elected to participate in a proposed settlement with the
plaintiffs in this litigation. Consummation of the proposed settlement is conditioned upon obtaining both
preliminary and final approval by the Court. Formal settlement documents were submitted to the Court in June
2004, together with a motion asking the Court to preliminarily approve the form of settlement. Certain
underwriters who were named as defendants in the settling cases, and who are not parties to the proposed
settlement, opposed preliminary approval of the proposed settlement of those cases. On February 15, 2005, the
Court issued an order preliminarily approving the proposed settlement in all respects but one. The plaintiffs and
the issuer defendants are in the process of assessing whether to proceed with the proposed settlement, as
modified by the Court. If the plaintiffs and the issuer defendants elect to proceed with the proposed settlement, as
modified by the Court, they will submit revised settlement documents to the Court. The underwriter defendants
may then have an opportunity to object to the revised settlement documents. If the Court approves the revised
settlement documents, it will direct that notice of the terms of the proposed settlement be published in a
newspaper and mailed to all proposed class members and schedule a fairness hearing, at which objections to the
proposed settlement will be heard. Thereafter, the Court will determine whether to grant final approval to the
proposed settlement. If this proposed settlement is ultimately approved by the Court, it would result in a
dismissal, with prejudice, of all claims in the litigation against us and against any of the other issuer defendants
who elect to participate in the proposed settlement, together with the current or former officers and directors of
participating issuers who were named as individual defendants.

We can provide no assurance as to the outcome of this securities litigation. Any conclusion of this litigation
in a manner adverse to us could have a material adverse effect on our business, financial condition, results of
operations and cash flows. In addition, the cost to us of defending the litigation, even if resolved in our favor,
could be substantial. Such litigation could also substantially divert the attention of our management and our
resources in general. Uncertainties resulting from the initiation and continuation of this litigation could harm our
ability to compete in the marketplace. Because the price of our common stock has been, and may continue to be,
volatile, we can provide no assurance that additional securities litigation will not be filed against us in the future.

We are subject to litigation risks.

All industries, including the semiconductor industry, are subject to legal claims, with and without merit. We
are involved in a variety of routine legal matters that arise in the normal course of business. These matters
typically fall into the following broad categories: those involving suppliers and customers, employment and
labor, and intellectual property. We believe it is unlikely that the final outcome of these legal claims will have a
material adverse effect on our financial position, results of operations or cash flows. However, defense and
settlement costs can be substantial, even with respect to claims that have no merit. Due to the inherent
uncertainty of the litigation process, the resolution of any particular legal claim or proceeding could have a
material effect on our financial position, results of operations or cash flows.
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We are exposed to increased costs and risks associated with complying with increasing and new regulation of
corporate governance and disclosure standards including Section 404 of the Sarbanes-Oxely Act.

We are spending a significant amount of management time and external resources to comply with changing
laws, regulations and standards relating to corporate governance and public disclosure, including under Section
404 of the Sarbanes-Oxley Act of 2002 which requires management’s annual review and evaluation of our
internal controls over financial reporting and attestations of the effectiveness of these systems by our
management and by our independent registered public accounting firm. We have completed this Section 404
process for 2004, and in doing so we were required to hire additional personnel and use outside advisory services
and as a result we incurred additional accounting and legal expenses. The results for 2004 indicate that our
internal control over financial reporting was effective as of December 31, 2004; however, if in the future our
Chief Executive Officer, Chief Financial Officer or independent registered public accounting firm determines
that our internal control over financial reporting is not effective as specified by applicable Securities and
Exchange Commission rules and regulations and/or other applicable standards, our common stock price and our
business could be effected in a material adverse manner.

We do not expect that our internal control over financial reporting and more broadly our disclosure controls
and procedures will prevent and/or detect all errors and all fraud. A control procedure, no matter how well
conceived and operated, can provide only reasonable, not absolute, assurance that objectives of the control
procedure are met. Because of the inherent limitations in all control procedures, no evaluation of controls can
provide absolute assurance that all control issues and instances of fraud, if any, within the Company have been
detected. These inherent limitations include the realities that judgments in decision-making can be faulty,
projections of any evaluation of effectiveness to future periods has risks, and that breakdowns can occur because
of simple error or mistake. Additionally, controls can be circumvented by the individual acts of some persons, by
collusion of two or more people, or by management override of the control. Because of its inherent limitations,
disclosure controls and procedures and internal control over financial reporting may not prevent or detect
misstatements. Further, these sorts of controls and procedures must reflect the fact that there are resource
constraints, and the benefits of controls must be considered relative to their costs. Because of the inherent
limitations in all control systems, no evaluation of controls can provide absolute assurance that all control issues
and instances of fraud, if any, within a company have been detected.

See Part II, Item 9A “Controls and Procedures” of this report for information on disclosure controls and
procedures, control systems and internal control over financial reporting.

Environmental and other regulatory matters could adversely affect our ability to conduct our business and
could require expenditures that could have a material adverse affect on our results of operations and financial
condition.

Our manufacturing operations are subject to various environmental laws and regulations relating to the
management, disposal and remediation of hazardous substances and the emission and discharge of pollutants into
the air and water. Our operations are also subject to laws and regulations relating to workplace safety and worker
health, which, among other things, regulate employee exposure to hazardous substances. Motorola has agreed to
indemnify us for environmental and health and safety liabilities related to the conduct or operations of our
business or Motorola’s ownership, occupancy or use of real property occurring prior to the closing of our 1999
recapitalization. We also have purchased environmental insurance to cover certain claims related to historical
contamination and future releases of hazardous substances. However, we cannot assure you that such
indemnification arrangements and insurance policy will cover all material environmental costs. In addition, the
nature of our operations exposes us to the continuing risk of environmental and health and safety liabilities
related to events or activities occurring after our recapitalization.

Based on information currently available to us, we believe that the future cost of compliance with existing
environmental and health and safety laws and regulations, and any liability for currently known environmental
conditions, will not have a material adverse effect on our business or prospects. However, we cannot predict:

* changes in environmental or health and safety laws or regulations;
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* the manner in which environmental or health and safety laws or regulations will be enforced,
administered or interpreted;

* our ability to enforce and collect under indemnity agreements and insurance policies relating to
environmental liabilities; or

* the cost of compliance with future environmental or health and safety laws or regulations or the costs
associated with any future environmental claims, including the cost of clean-up of currently unknown
environmental conditions.

Terrorist attacks, such as the attacks that occurred in New York and Washington D.C. on September 11, 2001,
or threats or occurrences of international armed conflict or other terrorist activities both in the United States
and internationally may affect the markets in which our common stock trades, the markets in which we
operate and our profitability.

On September 11, 2001 the United States was the target of terrorist attacks of unprecedented scope. The
threat or occurrences of international armed conflict or other terrorist activities both in the United States and
internationally may affect the markets in which our common stock trades, the market in which we operate and
our profitability. The terrorist attacks have caused instability in the global financial markets and future or
threatened terrorist attacks or occurrences of international armed conflict could result in greater economic
instability.

Warranty claims, product liability claims and product recalls could harm our business, results of operations
and financial condition.

We face an inherent business risk of exposure to warranty and product liability claims in the event that our
products fail to perform as expected or such failure of our products results, or is alleged to result, in bodily injury
or property damage (or both). In addition, if any of our designed products are or are alleged to be defective, we
may be required to participate in their recall. As suppliers become more integrally involved in the electrical
design, Original Equipment Manufacturers are increasingly expecting them to warrant their products and are
increasingly looking to them for contributions when faced with product liability claims or recalls. A successful
warranty or product liability claim against us in excess of our available insurance coverage and established
reserves, or a requirement that we participate in a product recall, would have adverse effects (that could be
material) on our business, results of operations and financial condition.

Trends, Risks and Uncertainties Relating To Our Indebtedness

Our substantial debt could impair our financial condition and adversely affect our ability to operate our
business.

We are highly leveraged and have substantial debt service obligations. As of December 31, 2004, we had
total long-term indebtedness of $1,151.8 million (including current maturities, but excluding unused
commitments) and interest expense of $101.2 million for the year ended December 31, 2004. Also, we may incur
additional debt in the future, subject to certain limitations contained in our debt instruments.

The degree to which we are leveraged could have important consequences to you, including:

e our ability to obtain additional financing in the future for working capital, capital expenditures,
acquisitions, general corporate purposes or other purposes may be impaired;

* asignificant portion of our cash flow from operations must be dedicated to the payment of interest and
principal on our debt, which reduces the funds available to us for our operations;

* some of our debt is and will continue to be at variable rates of interest, which may result in higher
interest expense in the event of increases in market interest rates;
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» our debt agreements contain, and any agreements to refinance our debt likely will contain, financial and
restrictive covenants, and our failure to comply with them may result in an event of default which, if not
cured or waived, could have a material adverse effect on us;

» our level of indebtedness will increase our vulnerability to general economic downturns and adverse
industry conditions;

* our debt service obligations could limit our flexibility in planning for, or reacting to, changes in our
business and the semiconductor industry; and

* our substantial leverage could place us at a competitive disadvantage vis-a-vis our competitors who
have less leverage relative to their overall capital structures.

We may incur more debt, which could exacerbate the risks described above.

We and our subsidiaries may be able to incur substantial additional indebtedness in the future. The
agreements relating to our outstanding indebtedness restrict us from incurring additional indebtedness, but do not
fully prohibit us or our subsidiaries from doing so. If new debt is added to our and our subsidiaries’ current debt
levels, the related risks that we and they now face could intensify. Some of the debt we may incur may be
secured by the same collateral securing certain of our existing indebtedness.

The agreements relating to our indebtedness may restrict our current and future operations, particularly our
ability to respond to changes or to take some actions.

Our debt agreements contain, and any future debt agreements may include, a number of restrictive
covenants that impose significant operating and financial restrictions on among other things, our ability to:

* iIncur additional debt, including guarantees;

* incur liens;

» sell or otherwise dispose of assets;

* make investments, loans or advances;

* make some acquisitions;

* engage in mergers or consolidations;

* make capital expenditures;

+ pay dividends, redeem capital stock or make certain other restricted payments or investments;

» pay dividends from Semiconductor Components Industries, LLC to ON Semiconductor Corporation;
* engage in sale and leaseback transactions;

¢ enter into new lines of business;

* issue some types of preferred stock; and

¢ enter into transactions with our affiliates.

In addition, our senior bank facilities require that we maintain or achieve a minimum consolidated EBITDA.

Any future debt could contain financial and other covenants more restrictive than those that are currently
applicable.
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Our failure to comply with the agreements relating to our outstanding indebtedness, including as a result of
events beyond our control, could result in an event of default that could materially and adversely affect our
operating results and our financial condition.

If there were an event of default under any of the agreements relating to our outstanding indebtedness, the
holders of the defaulted debt could cause all amounts outstanding with respect to that debt to be due and payable
immediately. We cannot assure you that our assets or cash flow would be sufficient to fully repay borrowings
under our outstanding debt instruments, either upon maturity or if accelerated upon an event of default or, if we
were required to repurchase any of our debt securities upon a change of control, that we would be able to
refinance or resiructure the payments on those debt securities. Further, if we are unable to repay, refinance or
restructure our indebtedness under our secured debt, the holders of such debt could proceed against the collateral
securing that indebtedness. In addition, any event of default or declaration of acceleration under one debt
instrument could also result in an event of default under one or mote of our other debt instruments.

We may not be able to generate sufficient cash flow to meet our debt service obligations.

Our ability to generate sufficient cash flow from operations to make scheduled payments on our debt
obligations will depend on our future financial performance, which will be affected by a range of economic,
competitive and business factors, many of which are outside of our control. If we do not generate sufficient cash
flow from operations and proceeds from sales of assets in the ordinary course of business to satisfy our debt
obligations, we may have to undertake alternative financing plans, such as refinancing or restructuring our debt,
selling additional assets, reducing or delaying capital investments or seeking to raise additional capital. The terms
of our financing agreements contain limitations on our ability to incur additional indebtedness. As of March 7,
2005, we have $10.2 million of borrowing capacity available under our revolving credit facility. On January 9,
2003, we amended our primary foreign exchange hedging agreement to provide for termination if at any time the
amount available under our revolving credit facility becomes less than $2.5 million. We cannot assure you that
any refinancing would be possible, that any assets could be sold, or, if sold, of the timing of the sales and the
amount of proceeds realized from those sales, or that additional financing could be obtained on acceptable terms,
if at all, or would be permitted under the terms of our various debt instruments then in effect. Our inability to
generate sufficient cash flow to satisfy our debt obligations, or to refinance our obligations on commercially
reasonable terms, would have an adverse effect on our business, financial condition and results of operations, as
well as on our ability to satisfy our debt obligations.

Trends, Risks and Uncertainties Related to Our Common Stock
Fluctuations in our quarterly operating results may cause our stock price to decline.

Given the nature of the markets in which we participate, we cannot reliably predict future revenues and
profitability, and unexpected changes may cause us to adjust our operations. A large portion of our costs are
fixed, due in part to our significant sales, research and development and manufacturing costs. Thus, small
declines in revenues could negatively affect our operating results in any given quarter. Factors that could affect
our quarterly operating results include:

+ the timing and size of orders from our customers, including cancellations and reschedulings;
» the timing of introduction of new products;

+ the gain or loss of significant customers, including as a result of industry consolidation;

» seasonality in some of our target markets;

+ changes in the mix of products we sell;

* changes in demand by the end-users of our customers’ products;

+ market acceptance of our current and future products;

« variability of our customers’ product life cycles;
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» changes in manufacturing yields or other factors affecting the cost of goods sold, such as the cost and
availability of raw materials and the extent of utilization of manufacturing capacity;

» changes in the prices of our products, which can be affected by the level of our customers’ and
end-users’ demand, technological change, product obsolescence, competition, or other factors;

+ cancellations, changes or delays of deliveries to us by our third-party manufacturers, including as a
result of the availability of manufacturing capacity and the proposed terms of manufacturing
arrangements;

» our liquidity and access to capital; and

« our research and development activities and the funding thereof.

Holders of our common stock may experience dilution and the price of our common stock may decline as a
result of the issuance of stock in the future.

In September 2001, we sold 10,000 shares of our Series A Cumulative Convertible Redeemable Preferred
Stock to TPG ON Holdings LLC, an affiliate of the Texas Pacific Group. Each share of preferred stock is
convertible at the option of the holder into approximately 3,546 shares of our common stock as of the issue date,
excluding shares into which the preferred stock is convertible due to accumulated and unpaid dividends and
subject to customary anti-dilution adjustments. Under the anti-dilution provisions, the conversion price is subject
to downward adjustment in the event we issue common stock, or derivative securities entitling the holder to
subscribe for or acquire common stock, at a price below the then-current conversion price or market price.
Holders of preferred stock are entitled to cumulative dividends, payable quarterly in cash, at a rate of 8% per
annum (or if greater during the relevant quarterly period, in an amount equal to the value of the dividends that
would be paid on our common stock then issuable upon conversion of the preferred stock), subject to applicable
restrictions imposed by our principal credit facility. In the event dividends are not paid, the dividends will
accumulate on a compounded basis and the number of shares of common stock into which the preferred stock is
convertible will increase proportionately.

There is a possibility that the preferred stock will be converted at a price per share that is less than the then
current market price of our common stock. If this were to occur, it may cause substantial dilution to our existing
common stockholders. Additionally, we registered the shares of common stock issuable upon conversion of the
preferred stock under the Securities Act for public resale. Therefore, in the event that the preferred stock is
converted, a substantial number of shares of our common stock may be sold into the market, which could decrease
the trading price of our common stock and encourage short sales by the selling shareholder or others. Short sales
could place further downward pressure on the price of our common stock. In addition to the preferred stock, we
may issue more stock in the future, which may cause dilution and a decline in the price of our common stock.

Our stock price may be volatile, which could result in substantial losses for investors in our securities.

The stock markets in general, and the markets for high technology stocks in particular, have experienced
extreme volatility that has often been unrelated to the operating performance of particular companies. These
broad market fluctuations may adversely affect the trading price of our common stock.

The market price of the common stock may also fluctuate significantly in response to the following factors,
some of which are beyond our control:

* variations in our quarterly operating results;

» changes in securities analysts’ estimates of our financial performance;

* changes in market valuations of similar companies;

* announcements by us or our competitors of significant contracts, acquisitions, strategic partnerships,

joint ventures, capital commitments, new products or product enhancements;
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* loss of a major customer or failure to complete significant transactions; and
» additions or departures of key personnel.

As of March 7, 2005, the trading price of our common stock since our initial public offering has ranged
from a high of $27.75 on May 1, 2000 to a low of $0.89 on October 4, 2002.

TPG, as our principal stockholder, controls our company, which will limit the ability of our other stockholders
to influence the outcome of director elections and other matters submitted for a vote of the stockholders.

Affiliates of Texas Pacific Group own 111,858,369 shares of our common stock and 10,000 shares of Series
A Cumulative Convertible Redeemable Preferred Stock. As of March 7, 2005, these shares represented over 51%
of the total voting power of our capital stock. As a result, Texas Pacific Group, through its affiliates, will be able
to:

» celect all of our directors and, as a result, control matters requiring board approval;

» control matters submitted to a stockholder vote, including mergers and consolidations with third parties
and the sale of all or substantially all of our assets; and

« otherwise control or influence our business direction and policies.

In addition, our certificate of incorporation provides that the provisions of Section 203 of the Delaware
General Corporation Law, which relate to business combinations with interested stockholders, do not apply to us.

Provisions in our charter documents may delay or prevent the acquisition of our company, which could
decrease the value of our stock.

Our certificate of incorporation and bylaws contain provisions that could make it harder for a third party to
acquire us without the consent of our board of directors. These provisions:

» create a board of directors with staggered terms;

» permit only our board of directors or the chairman of our board of directors to call special meetings of
stockholders;

« establish advance notice requirements for submitting nominations for election to the board of directors
and for proposing matters that can be acted upon by stockholders at a meeting;

« prohibit stockholder action by written consent;

+ authorize the issuance of “blank check” preferred stock, which is preferred stock with voting or other
rights or preferences that could impede a takeover attempt and that our board of directors can create and
issue without prior stockholder approval; and

* require the approval by holders of at least 66%3% of our outstanding common stock to amend any of

these provisions in our certificate of incorporation or bylaws.

Although we believe these provisions make a higher third-party bid more likely by requiring potential
acquirers to negotiate with our board of directors, these provisions apply even if an initial offer may be
considered beneficial by some stockholders.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

We are exposed to financial market risks, including changes in interest rates and foreign currency exchange
rates. To mitigate these risks, we utilize derivative financial instruments. We do not use derivative financial
instruments for speculative or trading purposes.
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At December 31, 2004, our long-term debt (including current maturities) totaled $1,151.8 million. We have
no interest rate exposure to rate changes on our fixed rate debt, which totaled $443.1 million. We do have interest
rate exposure with respect to the $708.7 million outstanding balance on our variable interest rate debt; however,
from time to time, we have entered into interest rate swaps to reduce this exposure. As of December 31, 2004, we
had interest rate swaps covering $420 million of our variable interest rate debt. A 50 basis point increase in
interest rates would impact our expected annual interest expense for the next twelve months by approximately
$1.4 million. However, some of this impact would be offset by additional interest earned on our cash and cash
equivalents as a result of the higher rates.

On January 9, 2003, we amended our primary foreign exchange hedging agreement to provide for
termination if at any time the amount available under our revolving credit facility becomes less than $2.5 million.

A majority of our revenue, expense and capital purchasing activities are transacted in U.S. dollars. However,
as a multinational business, we also conduct certain of these activities through transactions denominated in a
variety of other currencies. We use forward foreign currency contracts to hedge firm commitments and reduce
our overall exposure to the effects of currency fluctuations on our results of operations and cash flows. Gains and
losses on these foreign currency exposures would generally be offset by corresponding losses and gains on the
related hedging instruments. This strategy reduces, but does not eliminate, the short-term impact of foreign
currency exchange rate movements. For example, changes in exchange rates may affect the foreign currency
sales price of our products and can lead to increases or decreases in sales volume to the extent that the sales price
of comparable products of our competitors are less or more than the sales price of our products. Our policy
prohibits speculation on financial instruments, trading in currencies for which there are no underlying exposures,
or entering into trades for any currency to intentionally increase the underlying exposure.

Item 8. Financial Statements and Supplementary Data

Our consolidated and combined Financial Statements of the Company listed in the index appearing under
Part IV, Item 15(a)(1) of this report and the Financial Statement Schedules listed in the index appearing under
Part IV, Item 15(a)(2) of this report are filed as part of this report and are incorporated herein by reference in this
Item 8.

.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures. We carried out an evaluation, under the supervision
and with the participation of our management, including our Chief Executive Officer and Chief Financial Officer,
of the effectiveness of our disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and
15d-15(e)). Based upon that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that,
as of the end of the period covered in this report, our disclosure controls and procedures were effective to ensure
that information required to be disclosed in reports filed under the Securities Exchange Act of 1934 is recorded,
processed, summarized and reported within the required time periods and is accumulated and communicated to
our management, including our Chief Executive Officer and Chief Financial Officer, as appropriate to allow
timely decisions regarding required disclosure.

Change in Internal Control Over Financial Reporting. There have been no changes in our internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) that occurred during the
fiscal quarter ended December 31, 2004 that have materially affected, or are reasonably likely to materially
affect, our internal control over financial reporting.
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Management’s Report on Internal Control Over Financial Reporting. Our management is responsible for
establishing and maintaining adequate internal control over financial reporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)). Because of its inherent limitations, internal control over financial reporting may not
prevent or detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject
to the risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

Our management assessed the effectiveness of our internal control over financial reporting as of December
31, 2004. In making this assessment, we used the criteria set forth by the Committee of Sponsoring Organizations
of the Treadway Commission (“COSO”) in Internal Control — Integrated Framework. Based on our assessment
using those criteria, we concluded that our internal control over financial reporting was effective as of December
31, 2004.

Our management’s assessment of the effectiveness of our internal control over financial reporting as of
December 31, 2004 has been audited by PricewaterhouseCoopers LLP, an independent registered public
accounting firm, as stated in their report which appears in Part IV, Item 15 “Exhibits and Financial Statement
Schedules” of this report.

Item 9B. Other Information

None.
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PART III

Item 10. Directors and Executive Officers of the Registrant

Information concerning directors and persons nominated to become directors, and executive officers is
incorporated by reference from the text under the captions, “Management Proposals — Proposal 1 — Election of
Directors,” “The Board of Directors and Corporate Governance,” and “Section 16(a) Reporting Compliance” in
our Proxy Statement for our May 18, 2005 Annual Meeting of Stockholders. Certain additional information
concerning our executive officers as of March 7, 2005 is set forth below,

Name é_g_e Position

Keith D. Jackson ................ 49 President and Chief Executive Officer*

William Bradford ............... 41 Senior Vice President, Sales and Marketing*

Donald Colvin .................. 52 Senior Vice President, Chief Financial Officer and
Treasurer*

William George ... .............. 62  Senior Vice President, Operations*

GeorgeH.Cave ................. 47 Senior Vice President, General Counsel, Chief
Compliance & Ethics Officer and Secretary*

PeterGreen .................... 53 Senior Vice President, Integrated Power Group*

Larry Sims . ...l 47 Senior Vice President, Analog Products Group*

* Executive Officers of both ON Semiconductor and Semiconductor Components Industries, LL.C (“SCI, LLC”).

Keith D. Jackson. Mr. Jackson was appointed our President and Chief Executive Officer of ON
Semiconductor and SCI, LL.C and became a Director of ON Semiconductor in November 2002. Mr. Jackson has
over 30 years of semiconductor industry experience. Before joining our company, he served as Executive Vice
President and General Manager, Analog, Mixed Signal, and Configurable Products Group, beginning in 1998,
and more recently, was selected to head the Integrated Circuits Group for Fairchild Semiconductor Corp. From
1996 to 1998, he served as President and member of the Board of Directors of Tritech Microelectronics in
Singapore, a manufacturer of analog and mixed signal products. From 1986 to 1996, Mr. Jackson worked for
National Semiconductor, most recently as Vice President and General Manager of the Analog and Mixed Signal
division. He also held engineering positions at Texas Instruments, Incorporated from 1973 to 1986.

William Bradford. Mr. Bradford joined ON Semiconductor and SCI, LLC as Senior Vice President of
Sales and Marketing, effective March 2002. He came from Cypress Semiconductor Corporation, a provider of
high-performance integrated circuits for network infrastructure and access equipment. At Cypress Mr. Bradford
served as the Vice President — European Sales & Marketing from 2001, as Senior Director of North American
Sales — East from 1997 to 2000, and as Southeast Area Sales Manager from 1995 to 1996. Mr. Bradford was a
Technical Sales Representative for Texas Instruments, Semiconductor Group from 1986 to 1991.

Donald Colvin.  Mr. Colvin joined ON Semiconductor and SCI, LLC as the Senior Financial Director in
March 2003. Effective April 2, 2003, he became the Senior Vice President, Chief Financial Officer and
Treasurer. He came from Atmel Corporation, a manufacturer of advanced semiconductors, where he served as
Vice President Finance and Chief Financial Officer, beginning in 1998. Mr. Colvin served as Chief Financial
Officer of a subsidiary of Atmel from 1995-98. From 1985 to 1995, he held various positions with European
Silicon Structures (ES2), most recently as Chief Financial Officer. He held various financial positions with
Motorola Semiconductors Europe from 1977 to 1985. Mr. Colvin holds a B.A. in Economics and an M.B.A. from
the University of Strathclyde, Scotland.

William George. Dr. George has served as Senior Vice President of Operations for ON Semiconductor and
SCI, LLC since August 1999. He served as Corporate Vice President and Director of Manufacturing of
Motorola’s Semiconductor Components Group from June 1997 until he assumed his current position. Prior to
that time, Dr. George held several executive and management positions at Motorola, including Corporate Vice
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President and Director of Manufacturing of Motorola’s Semiconductor Products Sector. From October 2003 until
December 2004, Dr. George served as a Director of the Supervisory Board of Metron Technology N.V., a global
provider of marketing, sales, manufacturing, service and support solutions to semiconductor materials and
equipment suppliers and semiconductor manufacturers in Europe, Asia and the United States. From 1991 to
1994, he served as Executive Vice President and Chief Operations Officer of Sematech, a consortium of leading
semiconductor companies. He joined Motorola in 1968.

George H. Cave. Mr. Cave has served as our General Counsel and Assistant Secretary for ON
Semiconductor and SCI, LLC since August 1999. He was subsequently elected Secretary in March 2000 and
Vice President in May 2000. In May 2003, Mr. Cave became a Senior Vice President, and in August 2004, he
was named Chief Compliance & Ethics Officer. Before his tenure with ON Semiconductor and SCI, LLC, he
served for two years as the Regulatory Affairs Director for Motorola’s Semiconductor Components Group in
Geneva, Switzerland. Prior to that position, Mr. Cave was Senior Counsel in the Corporate Law Department of
Motorola in Phoenix, Arizona for a period of five years.

Peter Green. Mr. Green joined SCI, LLC as our Vice President and General Manager of the Integrated
Power Devices Division in April 2004. In January 2005, Mr. Green assumed the position of Senior Vice
President, Integrated Power Group for ON Semiconductor and SCI, LLC. Prior to joining us, Mr. Green worked
for Intel Corporation for 21 years, where he held several management positions, most recently as General
Manager of Intel’s Extended Computing Division. From 1977-1983, he was the Director of Marketing
Programmable Products Division for Texas Instruments Corporation. From 1975 to 1977, Mr. Green was a
Research Scientist Missile Guidance Systems for Plessey Allen Clark Research Center.

Larry Sims.  Mr. Sims joined SCI, LLC as our Vice President and General Manager of the Analog Products
Division in April 2004. In January 2005, Mr. Sims assumed the position of Senior Vice President, Analog
Products Group for ON Semiconductor and SCI, LLC. From 2002 to April 2004, Mr. Sims was the Principal for
DMA Holdings, L.LC, a consulting firm providing assistance with operations, sales, marketing and organizational
design and effectiveness for pre-IPO Fortune 500 companies. From 1998 to 2001, he held management positions,
most recently as Vice President General Manager Communication ICs, with Intersil Corporation, a design and
manufacturing company for high performance analog semiconductors and a supplier of power management
solutions for all computing platforms. From 1985 to 1997, Mr. Sims held various positions with Motorola
Corporation including Vice President Director, Channel Development and Distribution Operations and Vice
President Director, North American Sales. Prior to that time, he was District Sales Manager with National
Semiconductor, and from 1979 — 1980 he worked for Electra Co, a Division of MascoCumberland/IN
Corporation.

The present term of office for the officers named above will generally expire on the earliest of their
retirement, resignation or removal. There is no family relationship among any such officers.

Code of Business Conduct

Information concerning our Code of Business Conduct is incorporated by reference from the text under the
caption “The Board of Directors and Corporate Governance — Code of Business Conduct” in our Proxy
Statement for our May 18, 2005 Annual Meeting of Stockholders.

Item 11. Executive Compensation

Information concerning executive compensation is incorporated by reference from the text under the
captions, “The Board of Directors and Corporate Governance — Compensation of Directors,” “Compensation of
Executive Officers,” “Compensation Committee Report,” “Performance Graph — Stock Price Performance,” and
“Compensation Committee Interlocks and Insider Participation” in our Proxy Statement for our May 18, 2005
Annual Meeting of Stockholders.
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Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

Information concerning security ownership of certain beneficial owners and management is incorporated by
reference from the text under the captions “Principal Stockholders” and “Share Ownership of Directors and
Officers” in our Proxy Statement for our May 18, 2005 Annual Meeting of Stockholders.

Information concerning equity compensation plans is incorporated by reference from the text under the
caption “Equity Compensation Plan Table” in our Proxy Statement for our May 18, 2005 Annual Meeting of
Stockholders.

Item 13. Certain Relationships and Related Transactions

Information concerning certain relationships and related transactions involving us and certain others is
incorporated by reference from the text under the captions, “Compensation of Executive Officers” and
“Relationships and Related Transactions” in our Proxy Statement for our May 18, 2005 Annual Meeting of
Stockholders.

Item 14. Principal Accountant Fees and Services

Information concerning principal accounting fees and services is incorporated by reference from the text
under the caption “Management Proposals — Proposal 2 — Ratification of Appointment of Independent
Registered Public Accounting Firm — Audit and Related Fees” in our Proxy Statement for our May 18, 2005
Annual Meeting of Stockholders.
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PART IV

Item 15. Exhibits and Financial Statement Schedules
(a) The following documents are filed as part of this Annual Report on Form 10-K:

(1) Consolidated Financial Statements:

Page
ON Semiconductor Corporation and Subsidiaries Consolidated Financial Statements:
Report of Independent Registered Public Accounting Firm ................ ... . ... ... 81
Consolidated Balance Sheet as of December 31, 2004 and December 31,2003 .............. 83
Consolidated Statement of Operations for the years ended December 31, 2004, 2003 and
200 L 84
Consolidated Statement of Stockholders’ Equity (Deficit) for the years ended December 31,
2004, 2003 and 2002 . . .. ..t e 85
Consolidated Statement of Cash Flows for the years ended December 31, 2004, 2003 and
200 L e 86
Notes to Consolidated Financial Statements . ..............c. ittt 87
(2) Consolidated Financial Statement Schedules:
Page
Schedule IT — Valuation and Qualifying Accounts and Reserves ......................... 147

All other schedules are omitted because they are not applicable or the required information is shown in the
financial statements or related notes.

(3) Exhibit Index:

Exhibit No. Exhibit Description

2.1 Reorganization Agreement, dated as of May 11, 1999, among Motorola, Inc., SCG Holding
Corporation and Semiconductor Components Industries LLC. (incorporated by reference from
Exhibit 2.1 to Registration Statement No. 333-90359 filed with the Commission on November 5,
1999 ‘

2.2 Agreement and Plan of Recapitalization and Merger, as amended, dated as of May 11, 1999, among
SCG Holding Corporation, Semiconductor Components Industries, LLC, Motorola, Inc., TPG
Semiconductor Holdings LLC, and TPG Semiconductor Acquisition Corp. (incorporated by
reference from Exhibit 2.2 to Registration Statement No. 333-90359 filed with the Commission on
November 5, 1999)7

23 Amendment No. 1 to Agreement and Plan of Recapitalization and Merger, dated as of July 28, 1999,
among SCG Holding Corporation, Semiconductor Components Industries, LL.C, Motorola, Inc., TPG
Semiconductor Holdings LLC, and TPG Semiconductor Acquisition Corp. {incorporated by
reference from Exhibit 2.3 to Registration Statement No. 333-90359 filed with the Commission on
November 5, 1999)F

3.1 Amended and Restated Certificate of Incorporation of ON Semiconductor Corporation as of
August 1, 2002 (incorporated by reference from Exhibit 3.1(a) of Second Quarter 2002 Form 10-Q
filed with the Commission on August 12, 2002)

32 Amended and Restated Bylaws of ON Semiconductor Corporation (incorporated by reference from
Exhibit 3.2 to the Corporation’s Form 10-K filed with the Commission on March 10, 2004)
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Exhibit No.

4.1

4.2(a)

4.2(b)

43

44

4.5

4.6

4.7

4.8

49

4.10

4.11

Exhibit Description

Specimen of share certificate of Common Stock, par value $.01, ON Semiconductor Corporation
(incorporated by reference from Exhibit 4.1 to the Corporation’s Form 10-K filed with the
Commission on March 10, 2004)

Certificate of Designations relating to the Series A Cumulative Convertible Preferred Stock
(incorporated by reference from Exhibit 3.1(b) of Second Quarter 2002 Form 10-Q filed with the
Commission on August 12, 2002)

Certificate of Amendment to the Certificate of Designations of Series A Cumulative Convertible
Preferred Stock of ON Semiconductor Stock (incorporated by reference from Exhibit 4.5 of Second
Quarter 2004 Form 10-Q filed with the Commission on August 6, 2004)

Specimen of Share Certificate of Series A Cumulative Convertible Preferred Stock (incorporated by
reference from Exhibit 4.1 to the Corporation’s Form 8-K Current Report filed with the Commission
on September 7, 2001)

Purchase Agreement, dated as of August 4, 1999, SCG Holding Corporation, Semiconductor
Components Industries, LLC, Chase Securities Inc., Donaldson, Lufkin & Jenrette Securities
Corporation, Lehman Brothers Inc. (incorporated by reference from Exhibit 10.] to Registration
Statement No. 333-90339 filed with the Commission on November 5, 1999)

Investment Agreement, dated as of September 7, 2001, between TPG ON Holdings LLC and ON
Semiconductor Corporation (incorporated by reference from Exhibit 4.2 to the Corporation’s Form
8-K Current Report filed with the Commission on September 7, 2001)

Registration Rights Agreement, dated as of September 7, 2001, between TPG ON Holdings LLC and
ON Semiconductor Corporation (incorporated by reference from Exhibit 4.3 to the Corporation’s
Form 8-K Current Report filed with the Commission on September 7, 2001)

Subordination Agreement, dated as of September 7, 2001, by and between TPG ON Holdings LLC
and ON Semiconductor Corporation, for the benefit of Senior Creditors (incorporated by reference
from Exhibit 4.4 to the Corporation’s Form 8-K Current Report filed with the Commission on
September 7, 2001)

Warrant Agreement dated as of October 11, 2001, between ON Semiconductor Corporation and Bain
& Company, Inc. (incorporated by reference from Exhibit 4.7 to the Corporation’s Form 10-K filed
with the Commission on March 29, 2002)

Purchase Agreement dated as of March 31, 2004, ON Semiconductor Corporation, Morgan Stanley
& Co. Incorporated, Credit Suisse First Boston LLC, J.P. Morgan Securities Inc., Citigroup Global
Markets Inc. Lehman Brothers Inc. relating to $260,000,000 zero coupon convertible senior
subordinated noted due 2024 (incorporated by reference from Exhibit 4.1 of First Quarter 2004
Form 10-Q filed with the Commission on May 10, 2004)

Exchange Offer and Registration Rights Agreement, dated August 4, 1999, Semiconductor
Components Industries, LLC, SCG Holding Corporation, the subsidiary guarantors of SCG Holding
Corporation (incorporated by reference from Exhibit 4.5 to Registration Statement No. 333-90359
filed with the Commission on November 5, 1999)

Indenture regarding Zero Coupon Convertible Senior Subordinated Notes due 2024 dated as of
April 6, 2004, between ON Semiconductor Corporation, Semiconductor Components Industries,
LLC, SCG (Malaysia SMP) Holding Corporation, SCG (Czech) Holding Corporation, SCG (China)
Holding Corporation, Semiconductor Components Industries Puerto Rico, Inc., Semiconductor
Components Industries of Rhode Island, Inc., SCG International Development LLC and
Semiconductor Components Industries International of Rhode Island, Inc., as guarantors and Wells
Fargo Bank, N.A., a national banking association, as trustee (incorporated by reference from Exhibit
4.1 of Second Quarter 2004 Form 10-Q filed with the Commission on August 6, 2004)
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Exhibit No.
4.12

413

4.14

4.15

4.16

10.1

10.2

10.3

10.4

10.5(a)

10.5(b)

10.6(a)

Exhibit Description

Form of Note for Zero Coupon Convertible Senior Subordinated Notes due 2024 (incorporated by
reference from Exhibit 4.2 of Second Quarter 2004 Form 10-Q filed with the Commission on
August 6, 2004) ‘

Registration Rights Agreement for Zero Coupon Convertible Senior Subordinated Notes due 2024
dated as of April 6, 2004, between ON Semiconductor Corporation and Morgan Stanley & Co.
Incorporated, Credit Suisse First Boston LLC and J.P. Morgan Securities Inc. (incorporated by
reference from Exhibit 4.3 of Second Quarter 2004 Form 10-Q filed with the Commission on
August 6, 2004)

Certification dated August 31, 2004 from U.S. Bank National Association, as Trustee, under the
Indenture dated as of August 4, 1999 among ON Semiconductor Corporation, Semiconductor
Components Industries, LL.C, the Note Guarantors named therein and the Trustee, regarding the
satisfaction and discharge of the Indenture, and its release and cancellation (incorporated by
reference from Exhibit 4.1 of Third Quarter 2004 Form 10-Q filed with the Commission on
November 4, 2004)

Certification dated December 29, 2004 from Wells Fargo Bank, National Association, as Trustee,
under the Indenture dated as of May 6, 2002 among ON Semiconductor Corporation, Semiconductor
Components Industries, LLC, the Note Guarantors named therein and the Trustee, regarding the
satisfaction and discharge of the Indenture, and its release and cancellation(1)

Certification dated December 29, 2004 from Wells Fargo Bank, National Association, as Trustee,
under the Indenture dated as of March 3, 2003 among ON Semiconductor Corporation,
Semiconductor Components Industries, LLC, the Note Guarantors named therein and the Trustee,
regarding the satisfaction and discharge of the Indenture, and its release and cancellation(1)

Guarantee Agreement, dated as of August 4, 1999, among SCG Holding Corporation, the subsidiary
guarantors of SCG Holding Corporation that are signatories thereto, and The Chase Manhattan Bank, as
collateral agent (incorporated by reference from Exhibit 10.3 to Registration Statement No. 333-90359
filed with the Commission on November 5, 1999)

Stock Purchase Agreement dated March 8, 2000 among Semiconductor Components Industries,
LLC, SCG Holding Corporation and The Cherry Corporation (incorporated by reference from
Exhibit 10.3 to Registration Statement No. 333-30670 filed with the Commission on April 7, 2000)

Amended and Restated Intellectual Property Agreement, dated August 4, 1999, among
Semiconductor Components Industries, LLC and Motorola, Inc. (incorporated by reference from
Exhibit 10.5 to Registration Statement No. 333-90359 filed with the Commission on January 11,
2000yt

Employee Matters Agreements, as amended, dated July 30, 1999, among Semiconductor
Components Industries, LLC, SCG Holding Corporation and Motorola, Inc. (incorporated by
reference from Exhibit 10.7 to Registration Statement No. 333-90339 filed with the Commission on
January 11, 2000)

SCG Holding Corporation 1999 Founders Stock Option Plan (incorporated by reference from Exhibit
10.14 to Registration Statement No. 333-90359 filed with the Commission on November 5, 1999)(2)

Form of Stock Option Grant Agreement to 1999 Founders Stock Option Plan (incorporated by

~reference from Exhibit 10.9 of Second Quarter 2004 Form 10-Q filed with the Commission on

August 6, 2004)(2)

Lease for 52nd Street property, dated July 31, 1999, among Semiconductor Components Industries,
LLC as Lessor, and Motorola Inc. as Lessee (incorporated by reference from Exhibit 10.16
Registration Statement No. 333-90359 filed with the Commission on November 5, 1999)
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Exhibit No. Exhibit Description

10.6(b) First Lease Amendment to Lease for 52nd Street property, dated April 19, 2000, between
Semiconductor Components Industries, LLC and Motorola, Inc. (incorporated by reference from
Exhibit 10.14(b) to the Corporation’s Form 10-K filed with the Commission on March 29, 2002)

10.7 Declaration of Reciprocal Covenants, Easement of Restrictions and Options to Purchase and Lease,
dated July 31, 1999, among Semiconductor Components Industries, LLC and Motorola, Inc.
(incorporated by reference from Exhibit 10.17 to Registration Statement No. 333-90359 filed with
the Commission on November 5, 1999)

10.8(a) Separation Agreement, made as of November 21, 2002, by and among Steven Hanson, ON
Semiconductor Corporation and Semiconductor Components Industries, LLC (incorporated by
reference from Exhibit 10.19(c) of Fourth Quarter 2002 Form 10-K filed with the Commission on
March 25, 2003)(2)

10.8(b) Amendment to Separation Agreement, dated as of February 25, 2003, by and between Steven
Hanson, ON Semiconductor Corporation and Semiconductor Components Industries, LLC
(incorporated by reference from Exhibit 10.19(d) to Registration Statement No. 333-104927 filed
with the Commission on May 1, 2003)(2)

16.9 Termination Agreement made as of January 29, 2002, between Michael Rohleder and Semiconductor
Components Industries, LLC (incorporated by reference from Exhibit 10.1(a) of First Quarter 2002
Form 10-Q filed with the Commission on May 9, 2002)(2)

10.10 Separation Letter Agreement dated February 28, 2001 (with attached General Release and Waiver
dated March 10, 2001), between James Thorburn and Semiconductor Components Industries, LLC
(incorporated by reference from Exhibit 10.2 of First Quarter 2001 Form 10-Q filed with the
Commission on May 14, 2001)(2)

10.11(a) Employment Agreement, dated as of October 27, 1999, between Semiconductor Components
Industries, LLC and William George (incorporated by reference from Exhibit 10.21 to Registration
Statement No. 333-90359 filed with the Commission on November 5, 1999)(2)

10.11(b) Amendment to Employment Agreement, dated as of October 1, 2001, among ON Semiconductor
Corporation, Semiconductor Components Industries, LLC and William George (incorporated by
reference from Exhibit 10.20(b) to the Corporation’s Form 10-K filed with the Commission on
March 29, 2002)(2)

10.11(c) Amendment to Employment Agreement, dated as of August 5, 2003, among ON Semiconductor
Corporation, Semiconductor Components Industries, LLC and William George (incorporated by
reference from Exhibit 10.1 of Third Quarter 2003 Form 10-Q filed with the Commission on
November 7, 2003)(2)

10.11(d) Amendment to Employment Agreement with William George dated February 17, 2005 (incorporated
by reference from Exhibit 10.1 to the Corporation’s Form 8-K filed with the Commission on
February 18, 2005)(2)

10.12  Non-qualified Stock Option Agreement (form of agreement for William George) (incorporated by
reference from Exhibit 10.2 to the Corporation’s Form 8-K filed with the Commission on
February 18, 2005)(2)

10.13 Termination Agreement made as of May 3, 2002, between Semiconductor Components Industries,
LLC and Dario Sacomani (incorporated by reference from Exhibit 10.5 of First Quarter 2002 Form
10-Q filed with the Commission on May 9, 2002)(2)

10.14(a) Pledge and Security Agreement, dated as of November 8, 1999, between Semiconductor
Components Industries, LLC and James Thorburn (incorporated by reference from Exhibit 10.23 10
Registration Statement No. 333-90359 filed with the Commission on January 11, 2000)(2)
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Exhibit No.
10.14(b)

10.15(a)

10.15(b)

10.15(c)

10.16
10.17(a)

10.17(b)

10.17(c)

10.17(d)

10.17(e)

10.17(f)

10.17(g)

10.17¢h)

10.17(1)

10.18

Exhibit Description

Promissory Note/ Security Interest, dated as of November 8, 1999, from James Thorburn to
Semiconductor Components Industries, LLC (incorporated by reference from Exhibit 10.24 to
Registration Statement No. 333-90359 filed with the Commission on November 5, 1999)(2)

ON Semiconductor Amended and Restated Executive Deferred Compensation Plan (incorporated by
reference from Exhibit 10.31 to Registration Statement No. 333-30670 filed with the Commission on
April 25, 2000)(2)

First Amendment to the ON Semiconductor Corporation (fka SCG Holding Corporation) Executive
Deferred Compensation Plan, as previously amended, dated September 19, 2000 (incorporated by
reference from Exhibit 4.2 to Registration Statement No. 333-107895 filed with the Commission on
August 12, 2003)(2)

Second Amendment to the ON Semiconductor Amended and Restated Executive Deferred
Compensation Plan effective January 1, 2002 (incorporated by reference from Exhibit 10.7 of First
Quarter 2002 Form 10-Q filed with the Commission on May 9, 2002)(2)

Junior Subordinated Note Due 2011 (incorporated by reference from Exhibit 10.24 to the
Corporation’s Form 10-K filed with the Commission on March 10, 2004)

2000 Stock Incentive Plan as amended and restated May 19, 2004 (incorporated by reference from
Exhibit 10.7 of Second Quarter 2004 Form 10-Q filed with the Commission on August 6, 2004)(2)

2000 Stock Incentive Plan — non-qualified stock option agreement (incorporated by reference from
Exhibit 10.35(d) to Registration Statement No. 333-30670 filed with the Commission on March 24,
2000)(2)

2000 Stock Incentive Plan — incentive stock option agreement (incorporated by reference from
Exhibit 10.35(c) to Registration Statement No. 333-30670 filed with the Commission on March 24,
2000)(2)

2000 Stock Incentive Plan — ON Ownership program grant agreement (incorporated by reference
from Exhibit 10.33(b) to Registration Statement No. 333-30670 filed with the Commission on
March 24, 2000)(2)

Non-qualified Stock Option Agreement for Senior Vice Presidents and Above (form of agreement)
(incorporated by reference from Exhibit 10.5 to the Corporation’s Form 8-K filed with the
Comumission on February 16, 2005)(2)

Performance Based Stock Option Agreement (Peter Green) dated as of February 10, 2005
(incorporated by reference from Exhibit 10.3 to the Corporation’s Form 8-K filed with the
Commission on February 16, 2005)(2)

Performance Based Stock Option Agreement (Larry Sims) dated as of February 10, 2005
(incorporated by reference from Exhibit 10.4 to the Corporation’s Form 8-K filed with the
Commission on February 16, 2005)(2)

Non-qualified Stock Option Agreement for Directors (form of standard agreement) (incorporated by
reference from Exhibit 10.2 to the Corporation’s Form 8-K filed with the Commission on February
16, 2005)(2)

Non-qualified Stock Option Agreement for Directors (J. Daniel McCranie) dated as of February 10,
2005 (incorporated by reference from Exhibit 10.1 to the Corporation’s Form 8-K filed with the
Commission on February 16, 2005)(2)

2000 Employee Stock Purchase Plan as amended and restated May 19, 2004 (incorporated by
reference from Exhibit 10.8 of Second Quarter 2004 Form 10-Q filed with the Commission on
August 6, 2004)(2)
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Exhibit No.
10.19

10.20

10.21

10.22

10.23(2)

10.23(b)

10.23(c)

10.24(2)

10.24(b)

10.25

10.26(a)

10.26(b)

10.27

10.28(a)

Exhibit Description

ON Semiconductor Director Deferred Compensation Plan {incorporated by reference from Exhibit
10.35 to Registration Statement No. 333-30670 filed with the Commission on April 25, 2000)(2)

Form of Master Trust Agreement for the ON Semiconductor Deferred Compensation Plans
(incorporated by reference from Exhibit 10.36 to Registration Statement No. 333-30670 filed with
the Commission on April 25, 2000)(2)

ON Semiconductor 2002 Executive Incentive Plan (incorporated by reference from Exhibit 10.1 of
Second Quarter 2002 Form 10-Q filed with the Commission on August 12, 2002)(2)

Employee Incentive Plan January 2002 (incorporated by reference from Exhibit 10.2 of Second
Quarter 2002 Form 10-Q filed with the Commission on August 12, 2002)(2)

Loan Facility Agreement, between Leshan-Phoenix Semiconductor Company Limited and Industrial
& Commercial Bank of China, Leshan City Branch, for loan in an amount up to $20 million, dated
November 17, 2000 (incorporated by reference from Exhibit 10.1 of Second Quarter 2001
Form 10-Q filed with the Commission on August 13, 2001)

Letter for Loan Extension Application for a loan in an amount up to $20 million, dated November 53,
2003, from Leshan-Phoenix Semiconductor Co. Ltd. to ICBC, Leshan City Branch (incorporated by
reference from Exhibit 10.32(b) to the Corporation’s Form 10-K filed with the Commission on
March 10, 2004)

Loans Renewal Agreement between Leshan Phoenix Semiconductor Co. Ltd. and Industrial and
Commercial Bank of China, Leshan City Branch for a loan in an amount up to $20 million, dated
March 5, 2004 Branch (incorporated by reference from Exhibit 10.32(c) to the Corporation’s Form
10-K filed with the Commission on March 10, 2004)

Loan Agreement between SCG Japan Ltd. and Development Bank of Japan, for loan in an amount up
to $26.1 million, dated October 27, 2000 (incorporated by reference from Exhibit 10.2 of Second
Quarter 2001 Form 10-Q filed with the Commission on August 13, 2001)

Guaranty Agreement, executed by Semiconductor Components Industries, LLC on October 27, 2000,
in connection with Loan Agreement between SCG Japan Ltd. and Development Bank of Japan, for
loan in an amount up to $26.1 million (incorporated by reference from Exhibit 10.3 of Second
Quarter 2001 Form 10-Q filed with the Commission on August 13, 2001)

Separation Agreement, dated as of March 31, 2003, by and among John Kurtzweil, ON
Semiconductor Corporation and Semiconductor Components Industries, LLC (incorporated by
reference from Exhibit 10.38(b) to Registration Statement No. 333-104927 filed with the
Commission on May 1, 2003)(2)

Employment Agreement effective as of March 28, 2002, between Semiconductor Components
Industries, LLC and William Bradford (incorporated by reference from Exhibit 10.4 of First Quarter
2002 Form 10-Q filed with the Commission on May 9, 2002)(2)

Amendment No. 1 to Employment Agreement for William Bradford, executed on March 20, 2003,
by and between Semiconductor Components Industries, LLC and William Bradford (incorporated by
reference from Exhibit 10.39(b) to Registration Statement No. 333-104927 filed with the
Commission on May 1, 2003)(2)

Joint Venture Contract for Leshan-Phoenix Semiconductor Company Limited, amended on
November 5, 2004 between SCG (China) Holding Corporation and Leshan Radio Company Ltd.(1)

Employment Agreement, dated as of November 10, 2002, between ON Semiconductor Corporation
and Keith Jackson (incorporated by reference from Exhibit 10.50(a) of Fourth Quarter 2002 Form
10-K filed with the Commission on March 25, 2003)(2)
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Exhibit No.

10.28(b)

10.29(a)

10.29(b)

10.30(a)

10.30(b)

10.31

10.32

10.33

10.34

Exhibit Deseription

Letter Agreement dated as of November 19, 2002, between ON Semiconductor Corporation and
Keith Jackson (incorporated by reference from Exhibit 10.50(b) of Fourth Quarter 2002 Form 10-K
filed with the Commission on March 25, 2003)(2)

Security Agreement dated as of August 4, 1999, as amended and restated as of March 3, 2003,
among Semiconductor Components Industries, LLC, ON Semiconductor Corporation, the subsidiary
guarantors of ON Semiconductor Corporation that are signatories thereto, and JPMorgan Chase
Bank, as collateral agent for the Secured Parties, relating to the 12% Senior Secured Notes due 2010
(incorporated by reference from Exhibit 10.54 of Fourth Quarter 2002 Form 10-K filed with the
Commiission on March 25, 2003)

Supplement No. 1, dated as of September 23, 2003, to the Security Agreement dated as of August 4,
1999 as amended and restated as of March 3, 2003, by and among Semiconductor Components
Industries, LLC, the borrower, ON Semiconductor Corporation, and the subsidiary guarantors of ON
Semiconductor that are signatories thereto, in favor of JPMorgan Chase Bank, as collateral agent for
certain secured parties (incorporated by reference from Exhibit 10.5 of Third Quarter 2003
Form 10-Q filed with the Commission on November 7, 2003)

Pledge Agreement, dated as of August 4, 1999, as amended and restated as of March 3, 2003, among
Semiconductor Components Industries, LLC, ON Semiconductor Corporation, the subsidiary
guarantors of ON Semiconductor Corporation that are signatories thereto, and JPMorgan Chase
Bank, as collateral agent for the Secured Parties, relating to the 12% Senior Secured Notes due 2010
(incorporated by reference from Exhibit 10.55 of Fourth Quarter 2002 Form 10-K filed with the
Commission on March 25, 2003)

Amendment dated as of April 22, 2004 to (a) the Pledge Agreement dated as of August 4, 1999, as
amended and restated as of March 3, 2003, among Semiconductor Components Industries, LLC (the
“Borrower”), ON Semiconductor Corporation (“Holdings”), and the subsidiaries of Holdings party
thereto and JPMorgan Chase Bank (“JPMCB”), as collateral agent for the certain secured parties, and
(b) the Security Agreement dated as of August 4, 1999, as amended and restated as of March 3,
2003, among the Borrower, Holdings, the subsidiaries of Holdings party thereto and JPMCB, as
collateral agent (incorporated by reference from Exhibit 10.5 of Second Quarter 2004 Form 10-Q
filed with the Commission on August 6, 2004)

Collateral Assignment dated as of August 4, 1999, as amended and restated as of March 3, 2003,
between Semiconductor Components Industries, LLC and JPMorgan Chase Bank, as collateral agent
for the Secured Parties, relating to the 12% Senior Secured Notes due 2010 (incorporated by reference
from Exhibit 10.56 of Fourth Quarter 2002 Form 10-K filed with the Commission on March 25, 2003)

Employment Offer Letter dated March 14, 2003, between Semiconductor Components Industries,
LLC and Donald Colvin (incorporated by reference from Exhibit 10.57 of Fourth Quarter 2002
Form 10-K filed with the Commission on March 25, 2003)(2)

Letter Agreement relating to the employment of Peter Zdebel, dated as of March 31, 2003, by and
between Semiconductor Components Industries, LL.C and Peter Zdebel (incorporated by reference from
Exhibit 10.58 to Registration Statement No. 333-104927 filed with the Commission on May 1, 2003)(2)

Amendment and Restatement Agreement, dated as of December 23, 2004 among ON Semiconductor
Corporation, Semiconductor Components Industries, LLC, as borrower, and JPMorgan Chase Bank,
N.A. as administrative agent, under the Credit Agreement dated as of August 4, 1999, as amended
and restated as of February 14, 2003 (as amended, supplemented and modified and in effect on the
date hereof), among ON Semiconductor Corporation, Semiconductor Components Industries, LLC,
as borrower, the lenders party thereto, and the administrative agent(1)
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Exhibit No.
10.35

10.36

10.37(a)

10.37(b)

10.37(c)

14

18

21.1
23.1
24.1
311

31.2
32

99.1

Exhibit Description

Amended and Restated Credit Agreement, dated as of August 4, 1999, as amended and restated as of
December 23, 2004, among ON Semiconductor Corporation, Semiconductor Components Industries,
LLC, as borrower, the lenders party hereto, and JPMorgan Chase Bank, N.A. as administrative agent,
collateral agent and syndication agent (Exhibit A to the Amendment and Restatement Agreement
filed as Exhibit 10.34 hereto)(1)

Reaffirmation Agreement, dated as of December 23, 2004 among ON Semiconductor Corporation,
Semiconductor Components Industries, LLC, the subsidiary guarantors of ON Semiconductor that
are signatories thereto, and JPMorgan Chase Bank, N.A. as administrative agent, issuing bank and
collateral agent for the benefit of the lenders(1)

Loan Agreement executed on December 12, 2003, between China Construction Bank Sichuan Branch
and Leshan-Phoenix Semiconductor Company LTD, for a loan in an amount up to $48 million Branch
(incorporated by reference from Exhibit 10.56(a) to the Corporation’s Form 10-K filed with the
Commission on March 10, 2004 and Form 10-K/A filed with the Commission on March 22, 2004)

Mortgage Agreement executed on December 12, 2003, between China Construction Bank, Sichuan Branch
and Leshan-Phoenix Semiconductor Company Ltd. relating to the loan in an amount up to $48 million
Branch (incorporated by reference from Exhibit 10.32(c) to the Corporation’s Form 10-K filed with the
Commission on March 10, 2004 and Form 10-K/A filed with the Commission on March 22, 2004)

Confirmation for Extension of Tranche B Loan, in an amount up to $24 million, dated as of January 3,
2004, from China Construction Bank, Sichuan Branch to Leshan-Phoenix Semiconductor Company Ltd.
Branch (incorporated by reference from Exhibit 10.56(b) to the Corporation’s Form 10-K filed with the
Commission on March 10, 2004 and Form 10-K/A filed with the Commission on March 22, 2004)

ON Semiconductor Corporation Code of Business Conduct Branch (incorporated by reference from
Exhibit 14 to the Corporation’s Form 10-K filed with the Commission on March 10, 2004 and Form
10-K/A filed with the Commission on March 22, 2004)

Letter from PricewaterhouseCoopers LLP re Change in Accounting Principles (incorporated by reference
from Exhibit 18 of First Quarter 2001 Form 10-Q filed with the Commission on May 14, 2001)

List of Significant Subsidiaries(1)
Consent of Independent Registered Public Accounting Firm — PricewaterhouseCoopers LLP(1)
Powers of Attorney(1)

Certification by CEO pursuant to Rule 13a-14(a) or 15d-14(a) of the Securities Exchange Act of
1934, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002(1)

Certification by CFO pursuant to Rule 13a-14(a) or 15d-14(a) of the Securities Exchange Act of
1934, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002(1)

Certification by CEO and CFO pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section
906 of the Sarbanes-Oxley Act of 2002(1)

Stockholders Agreement dated as of August 4, 1999 among SCG Holding Corporation, TPG
Semiconductor Holdings, LLC and Motorola, Inc. (incorporated by reference from Exhibit 99.5 to
Registration Statement No. 333-90359 filed with the Commission on November 5, 1999)

(1) Filed herewith.

(2) Management contract or compensatory plan, contract or arrangement,

¥  Schedules or other attachments to these exhibits not filed herewith shall be furnished to the Commission
upon request.

T Portions of these exhibits have been omitted pursuant to a request for confidential treatment

(b) See Part IV, Item 15(a)(3) above.

(c) See Part 1V, Item 15(a)(2) above.
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

March 31, 2005

ON SEMICONDUCTOR CORPORATION
(Registrant)

By: /s/ KEITH D. JACKSON

Name: Keith D. Jackson
Title:  President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature

/s/  KEITH D. JACKSON

Keith D. Jackson

/s/ DONALD COLVIN

Donald Colvin

*

J. Daniel McCranie

ES

Richard W, Boyce

*

Kevin Burns

*

Justin T. Chang

*

Curtis Crawford

#

Jerome N. Gregoire

E3

Emmanuel T. Hernandez

*

John W, Marren

*By: /s/  DoNALD COLVIN

Donald Colvin

Titles

President, Chief Executive Officer and
Director (Principal Executive Officer)

Senior Vice President, Chief Financial
Officer and Treasurer (Principal
Financial Officer and Principal
Accounting Officer)

Chairman of the Board of Directors

Director

Director

Director

Director

Director

Director

Director

Attorney in Fact
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders
of ON Semiconductor Corporation:

We have completed an integrated audit of ON Semiconductor Corporation’s 2004 consolidated financial
statements and of its internal control over financial reporting as of December 31, 2004 and audits of its 2003 and
2002 consolidated financial statements in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Our opinions, based on our audits, are presented below.

Consolidated financial statements and financial statement schedule

In our opinion, the consolidated financial statements listed in the index appearing under Item 15(a)(1)
present fairly, in all material respects, the financial position of ON Semiconductor Corporation and its
subsidiaries at December 31, 2004 and 2003, and the results of their operations and their cash flows for each of
the three years in the period ended December 31, 2004 in conformity with accounting principles generally
accepted in the United States of America. In addition, in our opinion, the financial statement schedule listed in
the index appearing under Item 15(a)(2) presents fairly, in all material respects, the information set forth therein
when read in conjunction with the related consolidated financial statements. These financial statements and
financial statement schedule are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements and financial statement schedule based on our audits. We
conducted our audits of these statements in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit of financial
statements includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for
our opinion.

As described in Note 4 to the consolidated financial statements, the Company changed its method of
accounting for unrecognized net actuarial gains or losses relating to its defined benefit pension obligation
effective January 1, 2003.

Internal control over financial reporting

Also, in our opinion, management’s assessment, included in Management’s Report on Internal Control Over
Financial Reporting appearing under Item 9A, that the Company maintained effective internal control over
financial reporting as of December 31, 2004 based on criteria established in Internal Control — Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO), is
fairly stated, in all material respects, based on those criteria. Furthermore, in our opinion, the Company
maintained, in all material respects, effective internal control over financial reporting as of December 31, 2004,
based on criteria established in Internal Control — Integrated Framework issued by the COSO. The Company’s
management is responsible for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express
opinions on management’s assessment and on the effectiveness of the Company’s internal control over financial
reporting based on our audit. We conducted our audit of internal control over financial reporting in accordance
with the standards of the Public Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over
financial reporting was maintained in all material respects. An audit of internal control over financial reporting
includes obtaining an understanding of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we consider necessary in the circumstances. We believe that our audit provides a reasonable
basis for our-pinions.
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A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (iii) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

/s/  PricewaterhouseCoopers LLP

PricewaterhouseCoopers LLP

Phoenix, Arizona
March 30, 2005
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ON SEMICONDUCTOR CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET
(in millions, except share and per share data)

December 31,

2004 2003
Assets
Cashandcashequivalents ............ . i i i i $ 1057 § 1866
Short term INVESUMENTS . . ..ttt ettt ettt e et et et e et e 80.0 —
ReCeivVabIes, MEt . .. i 131.5 136.1
INVentOm ES, MOt L it 1934 171.6
Other CUITENT @SSEES . . ottt it ittt e e e e e e e e 23.6 25.9
Deferred income taxes ............. e 2.8 2.7
Total CUITENt @SSeLS . ... . oottt e e e e e 537.0 522.9
Property, plantand equipment, net . .. ...t e 472.0 499.1
Deferred INCOME taXES . .\ttt e et e — 1.3
GoodWill ... e 77.3 77.3
OMNOT ASSBLS . . ittt e e e e 23.8 63.9
TOtAl ASSELS .+ o ittt e e $1,110.1 $1,164.5
Liabilities, Minority Interests, Redeemable
Preferred Stock and Stockholders’ Equity (Deficit)
Accounts payable ... ... $ 1044 § 1157
ACCIUE EXPEIISES . . ottt et e e e e e e 100.4 93.0
Income taxes payable . ... e 2.4 1.7
ACCTUEd INEETESt . .. ittt e e 1.2 253
Deferred income on sales to distributors .. ... ... .. e 96.7 66.2
Current portion of long-termdebt . ... ... .. . . 20.0 114
Total current liabilities . ... ... ... ... . 325.1 3133
Long-termdebt . ... ... e 1,131.8 1,291.5
Other long-term liabilities .. ... ... ... i 322 58.2
Deferred INCOME tAXES . . ... o ot 2.3 —
Total Habilities . ... oo 1,491.4 1,663.0
Commitments and contingencies (See Note 15) ... .. ... .. .. i, — —
Minority interests in consolidated subsidiaries ........... ... .. ... ... oo 254 264
Series A cumulative, convertible, redeemable preferred stock ($0.01 par value 10,000
shares authorized, 10,000 shares issued and outstanding; 8% annual dividend rate;
redemption value — $130.0 and $131.7(SeeNote 9) .......... ...ttt 131.1 119.7
Common stock ($0.01 par value, 500,000,000 shares authorized, 254,790,578 and
217,299,893 shares issued and outstanding) . .............. ... ... 2.5 2.2
Additional paid-incapital ........ ... . e 1,116.0 891.3
Accumulated other comprehensive income (loss) ............. ... ... ... 1.1 4.4
Accumulated deficit . ... ... .. (1,657.4) (1,533.7)
Total stockholders’ equity (deficit) ........ ... .. .. .. i (537.8) (644.6)
Total liabilities, minority interests, redeemable preferred stock and stockholders’
equity (Aeficit) .. ... $1,110.1 $ 1,164.5

See accompanying notes to consolidated financial statements.
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ON SEMICONDUCTOR CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF OPERATIONS
(in millions, except per share data)

Year Ended December 31,
2004 2003 2002
REVEIUES . ..ottt ettt et e e e e e $1,266.9 $1,069.1 $1,093.7
COSt Of TEVEIIUES .« . . ottt et e et et e e e e 857.0 768.4 795.4
GrOSS PrOfIl . . oottt e e e e 409.9 300.7 298.3
Operating expenses:
Research and development .. ... ... .. .. . e 94.4 85.5 81.5
Selling and marketing . . . ... ...ttt e s 73.8 63.0 61.2
General and adminiStrative . . .. ..ot 72.2 69.2 §9.2
Amortization of goodwill and intangibles ............. ... ... ool — 59 11.9
Restructuring, asset impairments and other,net .............. ... ..o 19.6 61.2 271
Total OPETating EXPEIISES .+ v vt vt vttt ittt in e 260.0 284.8 271.5
OPerating INCOIMIE . . . .ottt t ettt ettt et 149.9 15.9 26.8
Other income (expenses):
INtEIeSt €XPENSE . . ... v vttt e (101.2) (151.1)  (152.5)
D313 (AT 17 o3 o U= P 2.2 2.0 24
Realized and unrealized foreign currency gains (losses) ...t (4.2) 4.6 0.2
Loss on debt prepayment .. ...........uuiuniinii i (159.7) 7.7) 6.5)
Other income (EXPenses), NEL . . .. .. ...ttt (262.9) (152.2) (1564)
Loss before income taxes, minority interests and cumulative effect of accounting change . . (113.0) (136.3) (129.6)
Income tax ProVISION . ... ..ottt et (7.4) .7 9.5)
MINOTILY IOEETESES « « v vt e e ettt ettt e e et s e e e (3.3) (1.2) 2.8)
Loss before cumulative effect of accounting change ............ ... ... . i (123.7) (145.2) (141.9)
Cumulative effect of accounting change (net of income taxes of $0in2003) . ............ — (21.5) —
L 0T (1237  (166.7) (141.9)
Less: Accretion to redemption value of convertible redeemable preferred stock .......... (1.5) (0.5) —
Less: Convertible redeemable preferred stock dividends ............... ... ... .. ... (9.9) 9.2) (8.5)
Net loss applicable to common Stock . ... ...t e $ (135.1) $(176.4) $ (150.4)
Loss per common share:
Basic:
Net loss applicable to common stock before cumulative effect of accounting
ChaNgE .. ..o e $ (0355 (0.83) $ (0.86)
Cumulative effect of accountingchange ................. ... ... .. ... — (0.11) —
Net loss applicable to commonstock .. ... ... il $ (0.55) (094) § (0.86)
Diluted:
Net loss applicable to common stock before cumulative effect of accounting
CRANZE . . o $ (0.55) (0.83) $ (0.86)
Cumulative effect of accountingchange ................. ... ... .. ..., — 0.11) —
Net loss applicable to common stock . ........ ... . it $ (0.35) (094) $ (0.86)
Wetghted average common shares outstanding:
BasiC . . e 247.8 187.4 175.6
Diluted .. 247.8 187.4 175.6

See accompanying notes to consolidated financial statements.
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ON SEMICONDUCTOR CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY (DEFICIT)
{(in millions, except share data)

Accumulated
—— . Additional Other
Number of AtPar Paid-In  Comprehensive Accumulated

Common Stock

Shares Value  Capital Income (Loss) Deficit Total
Balances at December 31,2001 ........................ 174,653,586  $1.7 $ 7388 $(32.8) $(1,225.1)  $(517.4)
Stock Option eXercises . ...ttt 757,185 0.1 1.1 —_ — 1.2
Tax benefit of stock option exercises ................... — — 0.1 — — 0.1
Stock compensation eXpense . .... ... ool — — 4.5 — — 4.5
Redeemable preferred stock dividends . ................. —_ — (8.9) — —_ (8.5)
Shares issued under the employee stock purchase plan ... ... 1,029,129 — 1.4 — — 1.4
Comprehensive income (loss), net of tax:
Netloss ..o e — — — -— (141.9) (141.9)
Other comprehensive income (loss), net of tax:
Foreign currency translation adjustments . ....... — — - 23 — 23
Additional minimum pension liability . .......... —_ —_ —_ (5.8) —_ (5.8)
Unrealized losses on deferred compensation plan
INVEStMENtS . ... — — — (0.6) — (0.6)
Effects of cashflowhedges ................... — — — 2.6 — 2.6
Other comprehensive income (loss) ............ (1.5) — (1.5)
Comprehensiveloss ..., — — — — — (143 .4)
Balances at December 31,2002 .. ... ... ... ... 176,439,900 1.8 737.4 (34.3) (1,367.0) (662.1)
Issuance of common stock, net of issuance costs .......... 36,996,000 04 156.4 — — 156.8
Stock option exercises . ........... i 1,924,030 — 42 — —_ 4.2
Tax benefit of stock option exercises ................... — — 0.3 — — 0.3
Stock compensation €Xpense . .......... . — — 0.1 — —_ 0.1
Redeemable preferred stock dividends .. ......... ... ... — — 9.2) — — 9.2)
Accretion to redemption value of convertible redeemable
preferredstock .. ... L - —_ (0.5) — — (Q.5)
Shares issued under the employee stock purchase plan . .. ... 689,963 — 1.2 — — 1.2
Warrant EXerCiSes . ... vttt e 1,250,000 —_ 1.4 — —_ 1.4
Comprehensive income (loss), net of tax:
NetlOSS v — — — — (166.7)  (166.7)
Other comprehensive income (loss), net of tax:
Foreign currency translation adjustments ........ — — — 37 — 37
Additional minimum pension liability
adjustment ............ . e — — — 19.6 — 19.6
Unrealized losses on deferred compensation plan
INVESIMENIS ... vt — — — 0.2) i — ©0.2)
Effects of cash flow hedges ................... — — — 6.8 — 6.8
Other comprehensive income (loss), net of tax: ... — — — 29.9 — 29.9
Comprehensiveloss ............. ... ... — —_— — — — (136.8)
Balances at December 31,2003 ... ... .. ... 217,299,893 2.2 891.3 (4.4) (1,533.7) (644.6)
Issnance of common stock, net of issnance costs . ......... 34,368,936 0.3 228.1 — —_ 228.4
Stock OpHioN eXerciSes .. ..o vttt e 2,576,911 — 59 _— —_ 5.9
Stock compensationexpense . .......... .o — — 02 — — 0.2
Redeemable preferred stock dividends .................. — — 9.9) —_ — 9.9)
Accretion to redemption value of convertible redeemable
preferredstock ...... ... .. ... e —_ — (1.5) — — (L.5)
Shares issued under the employee stock purchase plan .. .. .. 544,838 — 1.9 — — 1.9
Comprehensive income (loss), net of tax:
Netloss ..o e — — —_ —_— (123.7) 1237
Qther comprehensive income (loss), net of tax:
Foreign currency translation adjustments ........ — — — 0.5 — 0.5
Unrealized losses on deferred compensation plan
investments ............ .. .c..iiiiiiiian — — — 0.2 — 0.2
Effects of cash flow hedges ........... .. ... .. — — — 4.8 — 4.8
Other comprehensive income (loss), net of tax: — — — 5.5 — 5.5
Comprehensiveloss ............... ... ..., — — — — — (118.2)
Balances at December 31,2004 ... ..................... 254,790,578 $2.5  $1,116.0 $ 1.1 $(1,657.4) $(537.8)

See accompanying notes to consolidated financial statements.
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ON SEMICONDUCTOR CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS
(in millions)

Year Ended December 31,
2004 2003 2002
Cash flows from operating activities:
Nt 0SS . o ittt e e $ (123.7) $(166.7) $(141.9)
Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation and amortization . .. ..........ututur 102.1 127.8 148.0
Cumulative effect of accounting change . ........... . ... ... ... ... ..... — 215 —_
(Gain) loss on sale and disposal of fixed assets .............. . ... ... ... .. 12.8 (2.8) (1.0)
Non-cash portion of loss on debt prepayment . ............ ... ... ......... 45.7 6.1 6.5
Amortization of debt issuance costs and debt discount ........ ... ... . ... 7.3 8.7 8.1
Provision for eXcess inVentories . . . ... ..ottt e 1t.1 13.0 16.0
Non-cash impairment of property, plant and equipment ...................... 33 30.7 124
Non-cash impairment of intangible and otherassets ......................... — 25.1 —
Non-cash interest on junior subordinated note payable .................... ... 14.3 13.0 11.7
Deferred INCOME LAXES . ..o\ vttt et e 3.5 0.3 7.1
Stock compensation EXPense . ... ...t e 0.2 0.1 4.5
[0 3 1T 34 3.4 4.0
Changes in assets and liabilities:
ReCeiVabIES . . oottt e e 4.8 (20.8) 224
IVETIEOTIES . . o ittt e e (32.9) (21.0) 6.4
Other ASSEES .. ottt it e 2.2 52 2.9
Accounts payable . ... ... .. (11.1) 41.3 (35.9)
ACCTUEA EXPEIISES .« . o ottt ettt et e e e (1.0} (14.8) 6.0y
Income taxas payable .. ... e 0.7 0.1 (11.2)
ACCTUEG IMIETESE . o ottt e e e e e 24.1) (18.3) 19.8
Deferred income on sales to distributors .. ... ... e 30.5 (4.6) (28.6)
Other long-term labilities . ........ . i e (10.7) (1.4) 1.2
Net cash provided by operating activities .............cooviiiiininn.., 384 45.7 46.4
Cash flows from investing activities:
Purchases of property, plant and equipment . ......... ... i (81.8)  (59.8) (40.5)
Deposits utilized (funds deposited) for purchases of property, plant and equipment . ... 6.4 (6.8) —
Purchases of held-to-maturity securities .......... ... ... ... ... . i (40.8) — —
Purchases of available-for-sale securities ........ ... .. .. .. . i i (261.9) — —
Proceeds from sales of held-to-maturity securities . ............. .. vvrvenen... 8.8 — —
Proceeds from sales of available-for-sale securities ............................. 214.3 — —
Proceeds from sales of property, plant and equipment ............ ... ... .. ... 44 132 4.5
OHeT L oo e — (1.8) —
Net cash used in investing activities ............. .. ... ... (150.6) (55.2) (36.0)
Cash flows from financing activities:
Proceeds from debt issuance, netof discount ........ ... ... ... . .. i 905.5 338.4 290.7
Proceeds from issuance of common stock under the employee stock purchase plan . ... 19 1.2 14
Proceeds from: exercise of stock options and warrants ............ ... .. ... ... 5.9 5.6 1.2
Dividend to minority shareholder of consolidated subsidiary ...................... “4.2) —_ —
Proceeds from issuance of common stock, net of issuance costs ... ......... . ... .. 228.2 157.2 —
Payment of capital lease obligation .......... ... ... . i (6.2) 0.2) (LD
Payment of debt 1sSuance COStS ... ...ttt e (11.0) (15.3) (12.1)
Repayment of long-termdebt . .. ... . ... . (1,088.7) (4825 (287.1)
Net cash provided by (used in) financing activities . ..................... 314 4.4 (7.0)
Effect of exchange rate changes on cash and cash equivalents ................. ... .. ... 0.1 1.3 1.0
Net increase (decrease) in cash and cash equivalents ........... ... . ..o i (80.9) (3.8) 44
Cash and cash equivalents, beginning of period ......... ... ... ... o oo il 186.6 190.4 186.0
Cash and cash equivalents, end of period .......... ... i $ 1057 $1866 $190.4

See accompanying notes to consolidated financial statements.
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ON SEMICONDUCTOR CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1: Background and Basis of Presentation

ON Semiconductor Corporation, together with its wholly and majority-owned subsidiaries (the
“Company”), is a global supplier of power and data management semiconductors and standard semiconductor
components. Formerly known as the Semiconductor Components Group of the Semiconductor Products Sector of
Motorola, Inc., the Company was a wholly-owned subsidiary of Motorola Inc. (“Motorola™) prior to its August 4,
1999 recapitalization (the “Recapitalization”). The Company continues to hold, through direct and indirect
subsidiaries, substantially all the assets and operations of the Semiconductor Components Group of Motorola’s
Semiconductor Products Sector.

On August 4, 1999, the Company was recapitalized and certain related transactions were effected pursuant
to an agreement among ON Semiconductor Corporation, its principal domestic operating subsidiary,
Semiconductor Components Industries, LLC (“SCI LLC”), Motorola and affiliates of Texas Pacific Group
(“TPG”). Because TPG’s affiliate did not acquire substantially all of the Company’s common stock, the basis of
the Company’s assets and liabilities for financial reporting purposes was not impacted by the Recapitalization.

Note 2: Liquidity

During the year ended December 31, 2004, the Company incurred a net loss of $123.7 million compared to
net losses of $166.7 million and $141.9 million in 2003 and 2002, respectively. The Company’s 2004, 2003 and
2002 net results included restructuring, asset impairments and other, net of $19.6 million, $61.2 million and
$27.7 million, respectively, and loss on debt prepayment of $159.7 million, $7.7 million and $6.5 million,
respectively, as well as interest expense of $101.2 million $151.1 million and $152.5 million, respectively. The
Company’s operating activities provided cash of $38.4 million in 2004 and $45.7 million in 2003 and $46.4
million in 2002.

At December 31, 2004, the Company had $105.7 million in cash and cash equivalents, $80.0 million in
short term investments, net working capital of $211.9 million, term or revolving debt of $1,151.8 million and a
stockholders’ deficit of $537.8 million. The Company’s long-term debt includes $645.5 million under its senior
bank facilities; $260.0 million of zero coupon convertible senior subordinated notes due 2024; $154.2 million
under a 10% junior subordinated note due 2011; $43.2 million under a loan facility with a Chinese bank due
2004 through 2013; $21.1 million under a note payable to a Japanese bank due 2005 through 2010; $20.0 million
under a loan facility with a Chinese bank due 2006 through 2007; and $7.8 million under capital lease
obligations. The Company was in compliance with all of the covenants contained in its various debt agreements
at December 31, 2004 and expects to remain in compliance over the next twelve months.

The Company’s ability to service its long-term debt, to remain in compliance with the various covenants
and restrictions contained in its credit agreements and to fund working capital, capital expenditures and business
development efforts will depend on its ability to generate cash from operating activities which is subject to,
among other things, its future operating performance as well as to general economic, financial, competitive,
legislative, regulatory and other conditions, some of which may beyond its control.

If the Company fails to generate sufficient cash from operations, it may need to raise additional equity or
borrow additional funds to achieve its longer term objectives. There can be no assurance that such equity or
borrowings will be available or, if available, will be at rates or prices acceptable to the Company. Management
believes that cash flow from operating activities coupled with existing cash, cash equivalent and short-term
investment balances will be adequate to fund the Company’s operating and capital needs as well as enable it to
maintain compliance with its various debt agreements through December 31, 2005. To the extent that results or
events differ from the Company’s financial projections or business plans, its liquidity may be adversely
impacted.
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ON SEMICONDUCTOR CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — Continued

Note 3: Significant Accounting Policies
Principles of Consolidation

The accompanying consolidated financial statements include the accounts of the Company, as well as its
wholly-owned and majority-owned subsidiaries. Investments in companies that represent less than 20% of the
related voting stock are accounted for on the cost basis. All intercompany accounts and transactions have been
eliminated.

In the second quarter of 2003, the Company adopted Financial Accounting Standards Board (“FASB”)
Interpretation No. 46, Consolidation of Variable Interest Entities, an Interpretation of ARB No. 51, as amended
December 2003 (“FIN No. 46”). FIN No. 46 requires that certain variable interest entities (“VIE’s™) be
consolidated by the primary beneficiary, as that term is defined in FIN No. 46. The Company determined that its
investment in Leshan-Phoenix Semiconductor Company Limited (“Leshan”) meets the definition of a VIE and
that the Company is the primary beneficiary; therefore, the investment in Leshan should be consolidated under
FIN No. 46. The Company had previously accounted for its investment in Leshan using the equity method. While
consolidation of the Company’s investment in Leshan did not impact the previously reported net income (loss) or
stockholders’ equity (deficit), financial information of prior periods has been revised for comparative purposes as
allowed by FIN No. 46.

Reclassifications

Certain amounts have been reclassified to conform with the current year presentation. These
reclassifications did not impact the previously reported net income (loss) or stockholders’ equity (deficit).

Use of Estimates

The preparation of financial statements in accordance with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amount of assets and liabilities at the
date of the financial statements and the reported amount of revenues and expenses during the reporting period.
Significant estimates have been used by management in conjunction with the measurement of valuation
allowances relating to receivables, inventories and deferred tax assets; reserves for customer incentives,
warranties, restructuring charges and pension obligations; the fair values of stock options and of financial
instruments (including derivative financial instruments); future cash flows associated with long-lived assets.
Actual results could differ from these estimates.

Cash and cash equivalents

The Company considers all highly liquid investments with an original maturity of three months or less to be
cash equivalents. Cash and cash equivalents are maintained with reputable major financial institutions. Deposits
with these banks may exceed the amount of insurance provided on such deposits; however, these deposits
typically may be redeemed upon demand and, therefore, bear minimal risk.

Short-Term Investments

Short-term investments have an original maturity between three months and one year and a remaining
maturity of less than 1 year, with the exception of auction rate securities which have a maturity of greater than 5
years, and are classified as either held-to-maturity or available-for-sale. Held-to-maturity securities are stated at
amortized cost as it is the intent of the Company to hold these securities until maturity. Available-for-sale
securities are recorded at fair value, and unrealized holding gains and losses are recorded, net of tax, as a separate
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ON SEMICONDUCTOR CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — Continued

component of accumulated other comprehensive income. When a decline in fair value is determined to be other
than temporary, unrealized losses on available-for-sale securities are charged against net earnings. Realized gains
and losses are accounted for on the specific identification method. Short-term investments classified as held-to-
maturity and available-for-sale as of December 31, 2004 were as follows (in millions):

Amortized Unrealized Unrealized Fair

Cost Gain Loss Value
Short-term investments
Held-to-maturity

Municipalbonds ..............c.0iii... $ 1.0 $— $ — $1.0
Corporatebonds . ......... ... ... ... ... ... 11.8 — — 11.8
U.S. Government agencies . . ................. 19.6 = 0.1) 19.5
324 — (0.1 323

Available-for-sale
Auction-rate securities . .. ......... ... ... 47.6 — — 47.6
$80.0 $: $(0.1) $79.9

Inventories

Inventories are stated at the lower of standard cost (which approximates actual cost on a first-in, first-out
basis), or market. The Company records provisions for slow moving inventories based upon a regular analysis of
inventory on hand compared to projected end user demand. Projected end user demand is generally based on
sales during the prior twelve months. These provisions can influence results from operations. For example, when
demand for a given part falls, all or a portion of the related inventory is reserved, impacting cost of sales and
gross profit. If demand recovers and the parts previously reserved are sold, a higher than normal margin will
generally be recognized. General market conditions as well as the Company’s design activities can cause certain
of its products to become obsolete.

Property, Plant and Equipment

Property, plant and equipment are recorded at cost and are depreciated over estimated useful lives of 30-40
years for buildings and 3-20 years for machinery and equipment using accelerated and straight-line methods. A
majority of the machinery and equipment currently in use is depreciated on a straight-line basis over a useful life
of 5 years. Expenditures for maintenance and repairs are charged to operations in the year in which the expense is
incurred. When assets are retired or otherwise disposed of, the related costs and accumulated depreciation are
removed from the accounts and any resulting gain or loss is reflected in operations in the period realized.

The Company evaluates the recoverability of the carrying amount of its property, plant and equipment
whenever events or changes in circumstances indicate that the carrying amount of an asset may not be fully
recoverable. Impairment is assessed when the undiscounted expected cash flows derived for an asset are less than
its carrying amount. Impairment losses are measured as the amount by which the carrying value of an asset
exceeds its fair value and are recognized in operating results. Judgment is used when applying these impairment
rules to determine the timing of the impairment test, the undiscounted cash flows used to assess impairments and
the fair value of an impaired asset. The dynamic economic environment in which the Company operates and the
resulting assumptions used to estimate future cash flows impact the outcome of these impairment tests.

Goodwill and Other Intangible Assets

Goodwill represents the excess of the purchase price of over the estimated fair value of the net assets
acquired in the Company’s April 2000 acquisition of Cherry Semiconductor Corporation (Cherry). The Cherry
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ON SEMICONDUCTOR CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — Continued

goodwill was being amortized on a straight-line basis over its estimated useful life of ten years until January 1,
2002 when the Company adopted Statement of Financial Accounting Standards (“SFAS™) 142, “Goodwill and
Other Intangible Assets.” The Company also acquired another intangible asset in the Cherry acquisition that was
being amortized on a straight-line basis over its estimated useful life. In the second quarter of 2003, that
intangible asset was determined to be impaired and was written-off. See Note 5 “Restructuring, Asset
Impairments and Other, net”.

Under SFAS No. 142, goodwill is evaluated for potential impairment on an annual basis or whenever events
or circumstances indicate that an impairment may have occurred. SFAS No. 142 requires that goodwill be tested
for impairment using a two-step process. The first step of the goodwill impairment test, used to identify potential
impairment, compares the estimated fair value of the reporting unit containing goodwill with the related carrying
amount. If the estimated fair value of the reporting unit exceeds its carrying amount, the reporting unit’s goodwill
is not considered to be impaired and the second step of the impairment test is unnecessary. If the reporting unit’s
carrying amount exceeds its estimated fair value, the second step test must be performed to measure the amount
of the goodwill impairment loss, if any. The second step test compares the implied fair value of the reporting
unit’s goodwill, determined in the same manner as the amount of goodwill recognized in a business combination,
with the carrying amount of such goodwill. If the carrying amount of the reporting unit’s goodwill exceeds the
implied fair value of that goodwill, an impairment loss is recognized in an amount equal to that excess. The
Company performs its annual impairment analysis as of the first day of the fourth quarter of each year.

Debt Issuance Costs

Debt issuance costs are capitalized and amortized over the term of the underlying agreements using the
effective interest method. Upon prepayment of debt, the related unamortized debt issuance costs are charged to
expense (see Note 7 “Long-Term Debt” Loss on Debt Prepayment). Amortization of debt issuance costs is
included in interest expense while the unamortized balance is included in other assets. Capitalized debt issuance
costs totaled $8.9 million and $34.7 million at December 31, 2004 and 2003, respectively.

Revenue Recognition

The Company generates revenue from sales of its semiconductor products to original equipment
manufacturers, electronic manufacturing service providers, and distributors. The Company recognizes revenue on
sales to original equipment manufacturers and electronic manufacturing service providers when title passes to the
end customer net of provisions for related sales returns and allowances. Title to products sold to distributors
typically passes at the time of shipment by the Company so the Company records accounts receivable for the
amount of the transaction, reduces its inventory for the products shipped and defers the related margin in the
consolidated balance sheet. The Company recognizes the related revenue and margin when the distributor
informs the Company that they have resold the products to the end user. Although payment terms vary, most
distributor agreements require payment within 30 days. Freight and handling costs are included in cost of
revenues and are recognized as period expense during the period in which they are incurred.

Research and Development Costs

Research and development costs are expensed as incurred.

Stock-Based Compensation

The Company accounts for employee stock options relating to its common stock in accordance with
Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees” and related
interpretations (“APB 25”) and provides the pro forma disclosures required by SFAS No. 123 “Accounting for
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ON SEMICONDUCTOR CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — Continued

Stock Based Compensation” (“SFAS No. 123”). The Company measures compensation expense relating to non-
employee stock awards in accordance with SFAS No, 123,

Had the Company determined employee stock compensation expense in accordance with SFAS No. 123, the
Company’s net loss for 2004, 2003, and 2002 would have been increased to the pro forma amounts indicated
below (in millions except per share data):

Year Ended December 31,
2004 2003 2002
Netloss, asreported .. .....oovrtiie et e $(123.7) $(166.7) $(141.9)
Add: Stock-based employee compensation expense included
in reported net loss, net of related tax effects . . ................ 0.2 0.1 4.5
Less: Total stock-based employee compensation expense
determined under the fair value based method for all
awards, net of related tax effects ............... ... .. ...... (17.9) (15.1) (14.5)
Pro-formanetloss ............ it (141.4) (181.7)  (151.9)
Less: Accretion to redemption value of convertible redeemable
preferred stock ... ... (1.5) 0.5 —
Less: Convertible redeemable preferred stock dividends .......... (9.9) 9.2) (8.5)
Net Joss applicable to common stock . ......................... $(152.8) $(191.4) $(160.4)
Loss per share:
Basic—asreported . ........... . ... $ (055 $ (0.94) $ (0.86)
Basic—pro-forma....... ... ... ... o i $ (0.62) $ (1.02) $ (09D
Diluted —asreported .......... ..., $ (0.55) $ (0.94) $ (0.86)
Diluted —pro-forma .......... ... .. .. $ (0.62) $ (1.02) $ (091

The fair value of each option grant has been estimated at the date of grant while the fair value of the
discount on the shares sold under the ON Semiconductor 2000 Employee Stock Purchase Plan has been
estimated at the beginning of the respective offering periods, both using the Black-Scholes option-pricing model
with the following weighted-average assumptions:

Employee Stock Options _2_(1(_):4_ M m
Expected life (inyears) ...t e 5 5 5
Risk-free Interest rate . .. ... ..ottt i i i 3.29% 3.07% 4.15%
Volatility . . e 070 078 0.70
Employee Stock Purchase Plan 2004 2003 2002
Expected life (inyears) ......... oo 025 025 025
Risk-free INterest rate . . .. oottt ittt e e e 1.27% 1.07% 1.71%
Volatility . ..o 065 083 0.70

The weighted-average estimated fair value of employee stock options granted during 2004, 2003 and 2002
was $3.88, $1.50 and $1.91 per share, respectively. The weighted-average estimated fair value of the discount on
the shares sold under the 2000 Employee Stock Purchase Plan during 2004, 2003 and 2002 was $1.32, $0.62 and
$0.60, respectively. See “Recent Accounting Pronouncements,” below for further discussion on stock-based
employee compensation.
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ON SEMICONDUCTOR CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — Continued

Income Taxes

Income taxes are accounted for using the asset and liability method. Under this method, deferred income tax
assets and liabilities are recognized for the future tax consequences attributable to temporary differences between
the financial statement carrying amounts of existing assets and liabilities and their respective tax bases. Deferred
income tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the
years in which these temporary differences are expected to be recovered or settled. The effect on deferred tax
assets and liabilities of a change in tax rates is recognized in income in the period that includes the enactment
date. A valuation allowance is provided for those deferred tax assets for which the related benefits will likely not
be realized.

In determining the amount of the valuation allowance, estimated future taxable income as well as feasible
tax planning strategies in each taxing jurisdiction are considered. If all or a portion of the remaining deferred tax
assets will not be realized, the valuation allowance will be increased with a charge to income tax expense.
Conversely, if the Company will ultimately be able to utilize all or a portion of the deferred tax assets for which a
valuation allowance has been provided, the related portion of the valuation allowance will be released to income
as a credit to inconle tax expense.

The Company does not intend to utilize the one-time favorable foreign dividend provision recently enacted
as part of the American Jobs Creation Act of 2004.

Foreign Currencies

Most of the Company’s foreign subsidiaries conduct business primarily in U.S. dollars and as a result,
utilize the dollar as their functional currency. For the translation of financial statements of these subsidiaries,
assets and liabilities in foreign currencies that are receivable or payable in cash are translated at current exchange
rates while inventories and other non-monetary assets in foreign currencies are translated at historical rates.
Gains and losses resulting from the translation of such financial statements are included in the operating results,
as are gains and losses incurred on foreign currency transactions.

The Company’s remaining foreign subsidiaries utilize the local currency as their functional currency. The
assets and liabilities of these subsidiaries are translated at current exchange rates while revenues and expenses are
translated at the average rates in effect for the period. The related translation gains and losses are included in
accumulated other comprehensive income (loss) within stockholders’ equity (deficit).

Defined Benefit Plans

The Company maintains pension plans covering certain of its employees. For financial reporting purposes,
net periodic pension costs are calculated based upon a number of actuarial assumptions, including a discount rate
for plan obligations, assumed rate of return on pension plan assets and assumed rate of compensation increases
for plan employees. All of these assumptions are based upon management’s judgment, considering all known
trends and uncertainties. As described in Note 4, “Accounting Changes,” the Company changed its method of
accounting for net unrecognized actuarial gains or losses relating to its defined benefit pension obligations
effective January 1, 2003.

Convertible Redeemable Preferred Stock

The Company accounts for the difference between the carrying amount of its convertible redeemable
preferred stock and the redemption value by increasing the carrying amount for periodic accretion so that the
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ON SEMICONDUCTOR CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — Continued

carrying amount will equal the redemption value at the earliest available redemption date. The periodic accretion
amount changes as the Company’s stock price changes and as additional dividends accrue. Based on the average
closing price of the Company’s common stock over the last 30 trading days preceding December 31, 2003 of
$6.19, the accretion charge, in respect to the redemption feature, for 2003 was $0.5 million. The Company also
recognized an additional accretion charge of $1.8 million during the first quarter of 2004. However, due to
declines in the Company’s stock price after the first quarter of 2004, the average closing price used in the
accretion calculation at the end of each quarter was below the level that would result in accretion. The average
closing price of the Company’s common stock over the last 30 trading days preceding December 31, 2004 was
$4.215. Therefore, the previously recognized accretion charges shall be reversed on a straight-line basis through
September 7, 2009, unless future increases to the Company’s stock price require further accretion. During 2004,
previously recognized accretion charges of $0.3 million were reversed, resulting in net accretion charges of $1.5
million during 2004.

Contingencies

The Company is involved in a variety of legal matters that arise in the normal course of business. Based on
information available, management evaluates the relevant range and likelihood of potential outcomes. In
accordance with SFAS No. 5, “Accounting for Contingencies”, management records the appropriate liability
when the amount is deemed probable and estimable.

Recent Accounting Pronouncements

In March 2004, the Emerging Issues Task Force (“EITF”) reached final consensuses on Issue 03-6
“Participating Securities and the Two-Class Method under FASB Statement No. 128, Earnings per Share”
(“Issue 03-67). Issue 03-6 addresses the computation of earnings per share by companies that have issued
securities other than common stock, which securities entitle the holder to participate in dividends and earnings of
the company when, and if, it declares dividends on its common stock. The issue also provides further guidance in
applying the two-class method of calculating eamings per share. Issue 03-6 is effective for fiscal periods
beginning after March 31, 2004, and prior period earnings per share amounts presented for comparative purposes
should be restated to conform to the consensus guidance. While this pronouncement impacts the Company’s
earnings per share calculation in periods of net income, the Company does not expect the adoption of Issue 03-6
to impact its financial condition or results of operations. See “Note 10: Common Stock”.

In April 2004, the Financial Accounting Standards Board (“FASB”) issued FASB Staff Position No. 129-1
“Disclosure Requirements under FASB Statement No. 129, Disclosure of Information about Capital Structure,
Relating to Contingently Convertible Securities” (“FSP 129-17). FSP 129-1 interprets how the disclosure
provisions of FASB Statement No. 129 apply to contingently convertible securities and to their potentially
dilutive effects on earnings per share. FSP 129-1 requires disclosure of the significant terms of the conversion
features of contingently convertible securities to enable users of financial statements to understand the
circumstances of the contingency and the potential impact of conversion. Disclosures should indicate whether the
shares that would be issued if the contingently convertible securities were converted are included in the
calculation of diluted EPS, and the reasons why or why not. See “Note 7: Long-Term Debt” and “Note 10:
Common Stock” for the required disclosures. FSP 129-1 also provides guidance on disclosures of information
about derivative transactions entered into in connection with the issuance of contingently convertible securities.
FSP 129-1 is effective April 9, 2004 and applies to all existing and newly created securities. The Company’s
adoption of FSP 129-1 did not impact its financial condition or results of operations.
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In October 2004 the Emerging Issues Task Force (“EITF”) reached final consensuses on lIssue 04-8
“Accounting Issues Related to Certain Features of Contingently Convertible Debt and the Effect on Diluted
Earnings per Share” (“Issue 04-87). Issue 04-8 requires the dilutive effect of contingently convertible debt
(“Co-Cos”) to be included in diluted earnings per share computations regardless of whether the market price
trigger (or other contingent features) has been met. The scope of Issue 04-8 includes all securities issued with
embedded contingently convertible features that are based on a market price contingency involving an entity’s
own stock. Issue 04-8 is effective for fiscal periods ending after December 15, 2004, and prior period earnings
per share amounts presented for comparative purposes should be restated to conform to the consensus guidance.
The Company’s zero coupon convertible senior subordinated notes due 2024 that were issued in 2004 are
contingently convertible and meet the scope of Issue 04-8. Due to a net loss for the year ended December 31,
2004, diluted earnings per share did not include 26.5 million shares from the assumed conversion of the zero
coupon convertible senior subordinated notes, which were antidilutive. While this pronouncement impacts the
Company’s earnings per share calculation, the Company does not expect the adoption of Issue 04-8 to impact its
financial condition or results of operations. See “Note 10: Common Stock”.

In October 2004, the EITF reached final consensus on Issue 04-10 “Determining Whether to Aggregate
Operating Segments That Do Not Meet the Quantitative Thresholds” (“Issue 04-107). SFAS No. 131
“Disclosures about Segments of an Enterprise and Related Information” requires that a public business enterprise
report financial and descriptive information about its reportable operating segments. Generally, financial
information is required to be reported on the basis that it is used internally for evaluating segment performance
and deciding how to allocate resources to segments. SFAS No. 131 requires that an enterprise report separate
information about each operating segment that (a) has been identified in accordance with paragraphs 10-15 of
that Statement or that results from aggregating two or more of those segments in accordance with paragraph 17
of that Statement and (b) exceeds the quantitative thresholds in paragraph 18 of that Statement. If an operating
segment does not meet one of the quantitative thresholds in paragraph 18, paragraph 19 permits an entity to
combine information about that segment with other operating segments that do not meet the quantitative
thresholds to produce a reportable segment only if the operating segments share a majority of the aggregation
criteria listed in paragraph 17. Paragraph 17 of Statement 131 permits two or more operating segments to be
aggregated into a single operating segment if aggregation is consistent with the objective and basic principles of
Statement 131, if the segments have similar economic characteristics, and if the segments are similar in certain
other areas. Issue 04-10 requires that operating segments that do not meet the quantitative thresholds be
aggregated only if aggregation is consistent with the objective and basic principles of Statement 131, the
segments have similar economic characteristics, and the segments share a majority of the aggregation criteria
listed in (a)-(e) of paragraph 17 of Statement 131. Issue 04-10 is effective for fiscal years ending after October
13, 2004. The corresponding information for earlier periods, including interim periods, should be restated unless
it is impractical to do so. While this pronouncement impacts the Company’s financial statement disclosures (see
Note 18 “Segment Information™), the adoption of Issue 04-10 does not impact its financial condition or results of
operations.

In November 2004, the FASB issued SFAS No. 151, “Inventory Costs — An Amendment of ARB No. 43,
Chapter 4”. SFAS No. 151 amends the guidance in ARB No. 43, Chapter 4, “Inventory Pricing,” to clarify the
accounting for abnormal amounts of idle facility expense, freight, handling costs, and wasted material (spoilage).
Paragraph 5 of ARB 43, Chapter 4, previously stated that “. . . under some circumstances, items such as idle
facility expense, excessive spoilage, double freight, and rehandling costs may be so abnormal as to require
treatment as current period charges . . . .”” SFAS No. 151 requires that those items be recognized as current-period
charges regardless of whether they meet the criterion of “so abnormal.” In addition, this Statement requires that
allocation of fixed production overheads to the costs of conversion be based on the normal capacity of the
production facilities. The provisions of SFAS No. 151 are effective for inventory costs incurred during fiscal
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years beginning after June 15, 2005 and shall be applied prospectively. The Company’s adoption of the
provisions of SFAS No. 151 is not expected to impact its financial condition or results of operations.

In December 2004, the FASB issued SFAS No. 123R, “Share-Based Payment”. SFAS No. 123R is a
revision of SFAS No. 123, Accounting for Stock-Based Compensation. SFAS No. 123R also supersedes APB
Opinion No. 25, Accounting for Stock Issued to Employees, and its related implementation guidance. SFAS
No. 123R requires a public entity to measure the cost of employee services received in exchange for an award of
equity instruments based on the grant-date fair value of the award. That cost will be recognized over the period
during which an employee is required to provide service in exchange for the award. SFAS No. 123 R requires
public entities to initially measure the cost of employee services received in exchange for an award of liability
instruments based on its current fair value; and requires the fair value of that award to be remeasured
subsequently at each reporting date through the settlement date. Changes in fair value during the requisite service
period will be recognized as compensation cost over that period. The grant-date fair value of employee share
options and similar instruments will be estimated using option-pricing models adjusted for the unique
characteristics of those instruments (unless observable market prices for the same or similar instruments are
available). If an equity award is modified after the grant date, incremental compensation cost will be recognized
in an amount equal to the excess of the fair value of the modified award over the fair value of the original award
immediately before the modification. Excess tax benefits will be recognized as an addition to paid-in capital.
Cash retained as a result of those excess tax benefits will be presented in the statement of cash flows as financing
cash inflows. The write-off of deferred tax assets relating to unrealized tax benefits associated with recognized
compensation cost will be recognized as income tax expense unless there are excess tax benefits from previous
awards remaining in paid-in capital to which it can be offset. SFAS No. 123R is effective as of the beginning of
the first interim or annual reporting period that begins after June 15, 2005 and applies to all awards granted after
the required effective date and to awards modified, repurchased, or cancelled after that date. The cumulative
effect of initially applying SFAS No. 123R, if any, is recognized as of the required effective date. The Company
plans to adopt SFAS No. 123R using the modified prospective application method as defined by SFAS No. 123R
and accordingly will begin recognizing compensation expense in the third quarter of 2005, which will be
determined utilizing the current model and valuation assumptions. The Company is evaluating alternative
valuation models that may impact the expected 2005 expense. The adoption of SFAS No. 123R’s fair value
method will have an adverse impact on the Company’s results of operations, although it will have no impact on
the Company’s overall financial position.

In December 2004, the FASB issued SFAS No. 153, “Exchange of Nonmonetary Assets — An amendment
of APB Opinion No. 29”. The guidance in APB Opinion No. 29, Accounting for Nonmonetary Transactions, is
based on the principle that exchanges of nonmonetary assets should be measured based on the fair value of the
assets exchanged. The guidance in that Opinion, however, included certain exceptions to that principle. This
Statement amends Opinion 29 to eliminate the exception for nonmonetary exchanges of similar productive assets
and replaces it with a general exception for exchanges of nonmonetary assets that do not have commercial
substance. A nonmonetary exchange has commercial substance if the future cash flows of the entity are expected
to change significantly as a result of the exchange. The provisions of SFAS No. 153 are effective for
nonmonetary asset exchanges occurring in fiscal periods beginning after June 15, 2005 and shall be applied
prospectively. The Company’s adoption of the provisions of SFAS No. 153 is not expected to impact its financial
condition or results of operations.

In December 2004, the Financial Accounting Standards Board (“FASB”) issued FASB Staff Position
(“FSP”) No. 109-2, “Accounting and Disclosure Guidance for the Foreign Earnings Repatriation Provision
within the American Jobs Creation Act of 2004.” The American Jobs Creation Act introduces a special one-time
dividends received deduction on the repatriation of certain foreign earnings to U.S. companies, provided certain
criteria are met. FSP No. 109-2 provides accounting and disclosure guidance on the impact of the repatriation
provision on a company’s income tax expense and deferred tax liability. The Company does not intend to
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utilize the one-time favorable foreign dividend provision and intends to complete the analysis by the end of fiscal
2005. Accordingly, the Company has not adjusted its income tax expense or deferred tax liability to reflect the
tax impact of any repatriation of non-U.S. earnings it may make.

Note 4: Accounting Changes
Defined Benefit Plans

The Company changed its method of accounting for net unrecognized actuarial gains or losses relating to its
defined benefit pension obligations. Historically, the Company amortized such net unrecognized actuarial gains
or losses over the average remaining service lives of active plan participants, to the extent that such net gains or
losses exceeded the greater of 10% of the related projected benefit obligation or plan assets. Effective January 1,
2003, the Company no longer defers actuarial gains or losses but recognizes such gains and losses during the
fourth quarter of each year, which is the period the Company’s annual pension plan actuarial valuations are
prepared. Management believes that this change is to a preferable accounting method as actuarial gains or losses
will be recognized currently in income rather than being deferred.

The impact of this change for periods prior to January 1, 2003 was a charge of $21.5 million or $0.11 per
share, both before and after income taxes, and has been reflected as the cumulative effect of a change in accounting
principle in the Company’s consolidated statement of operations for the year ended December 31, 2003. The effect
of the change in 2003 was to decrease the loss before cumulative effect of accounting change by $7.3 million or
$0.04 per share, both before and after income taxes, and to increase the net loss by $14.2 million or $0.08 per share,
both before and after income taxes. Absent the accounting change, the $21.5 million of net unrecognized actuarial
losses at December 31, 2002 would have been recognized as an operating expense in future periods.

The estimated pro forma effects of the accounting change on the Company’s results of operations for the
year ended December 31, 2002 were as follows (in millions, except share data):

Year Ended
December 31, 2002
As reported:
Net loss before cumulative effect of accountingchange . ........ ... ... ... ... . ... $(141.9)
T (o 7 $(141.9)
Basic net loss before cumulative effect of accounting change per share ............... $ (0.86)
Basicnetloss per share .. ...... ... it $ (0.86)
Diluted net loss before cumulative effect of accounting change pershare .............. $ (0.86)
Diluted net 10ss per share .. ... ... ...ttt e $ (0.86)
Pro forma amounts reflecting the accounting change applied retroactively:
Net loss before cumulative effect of accountingchange .. ....... ... ... ... ......... $(146.3)
N 0SS ottt e $(146.3)
Basic net loss per share before cumulative effect of accounting change ............... $ (0.88)
Basic net loSS PerShare . . ... ...ttt e $ (0.88)
Diluted net loss per share before cumulative effect of accounting change .............. $ (0.88)
Diluted netloss pershare .. ....... .. o e $ (0.88)
Variable Interest Entities

In the second quarter of 2003, the Company adopted Financial Accounting Standards Board (“FASB”)
Interpretation No. 46, Consolidation of Variable Interest Entities, an Interpretation of ARB No. 51, as amended
December 2003 (“FIN No. 46”). FIN No. 46 requires that certain variable interest entities (“VIE’s”) be
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consolidated by the primary beneficiary, as that term is defined in FIN No. 46. The Company determined that its
investment in Leshan-Phoenix Semiconductor Company Limited (“Leshan”) meets the definition of a VIE and
that it is the primary beneficiary of this VIE; therefore, its investment in Leshan should be consolidated under
FIN No. 46. The Company had previously accounted for our investment in Leshan using the equity method.
While consolidation of the investment in Leshan did not impact the Company’s previously reported net income
(loss) or stockholders’ equity (deficit), financial information of prior periods has been revised for comparative
purposes as allowed by FIN No. 46.

Note 5: Restructuring, Asset Impairments and Other, net

The activity related to the Company’s restructuring, asset impairments and other, net is as follows (in
millions):

Reserve Reserve
Balance at Balance at
December 31 2004 2004 2004 December 31
2003 Charges Usage Adjustments 2004
December 2004
Cash exitcosts ........ccvvinrniiiiiinnnnns, $§ — $19 $02 $ — $1.7
June 2004
Cash employee separation charges . ............... — 1.5 (1.5) — =
March 2004
Cash employee separation charges ................ — 0.3 (0.3) — —
Cashexitcosts ........ i, — 0.1 0.1 — —
Loss onsale of fixedassets ..................... — 12.0 (12.0) — =
December 2003
Cash employee separation charges .. .............. 5.2 1.8 3.4) 02 3.8
Cashexit COStS ... vvvirie it 04 0.5 (0.6) — 03
Non-cash impairment of property, plant and
EQUIPIMENT . . oottt e — 33 (3.3) — =
5.6 41
September 2003
Cash employee separation charges .. .............. 0.5 — (0.4) 0. =
December 2002
Cash employee separations charges ............... 3.1 — (1.5) (1.2) 0.4
Cash eXitCOStS .\t ie it et 0.7 — 0.1 (0.6) =
3.8 04
June 2002
Cash exXit COSIS « .o\ vviin i ie e e ieeenns 2.5 — — — 25
March 2002
Cash employee separations charges ............... 0.3 — 0.2) 0.1 02
June 2001
Cash exitCcosts ... ...ttt 0.4 — — 0.4) =
$13.1 $21.4  $(23.6) $(2.0) $8.9
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Reserve Reserve
Balance at Balance at
December 31 2003 2003 2003 December 31
2002 Charges Usage Adjustments 2003
December 2003
Cash employee separation charges ................ § — § 52 — — $52
Cashexitcosts ..........ooiiiiiiiinnnnnnnn. — 0.4 — — 0.4
Non-cash impairment of property, plant and
EqUIPMENt . ... . — 20.2 (20.2) — —
Write-down of long-term receivable and
IMVESTMENt ... ... e — 43 4.3) — —
= _ 36
September 2003
Cash employee separation charges .. .............. — 14 0.9 — 0.5
June 2003
Cash employee separation charges ................ — 04 (0.4) — —
Cashexitcosts ..., — 14 1.4) — —
Non-cash impairment of property, plant and
EQUIPIMIENE . ..ottt e — 10.5 (10.5) — —
Non-cash impairment of intangible asset ........... — 20.8 (20.8) — —
Write-down of investment . ..................... — 0.5 (0.5) — —
December 2002
Cash employee separation charges .. .............. 9.9 — 6.7) 0.1) 3.1
Cashexit COStS .. ..o 1.8 — 1.1 — 0.7
11.7 3.8
June 2002
Cash employee separation charges . ............... 04 — 0.4) — —
Cashexitcosts ......... ... o it 1.5 — — 1.0 25
1.9 25
March 2002
Cash employee separation charges . ... ............ 3.0 — (2.8) 0.1 0.3
December 2001
Cash employee separation charges ................ 0.1 — — 0.1 —
June 2001
Cash eXit COStS ... v 2.8 — (2.2) 0.2) 0.4

$19.5 $65.1 $(72.2) $07 $13.1
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Reserve Reserve

Balance at Balance at
December 31 2002 2002 2002 December 31
2001 Charges Usage Adjustments 2002
December 2002
Cash employee separations charges ............... $ — $10.1 8 (0.2) $ — $ 9.9
Cashexitcosts ..... ... ... iiiiiiinnn.... — 1.8 — — 1.8
Non-cash impairment of property, plant and
CQUIPIMENL . ..ot — 1.0 (1.0) — —
— 11.7
June 2002
Cash employee separations charges ............... — 29 2.5) — 0.4
Cash exit CoStS .. vv vttt i — 2.8 1.3 — 1.5
Non-cash impairment of property, plant and
EQUIPIMENT « .ottt e — 8.4 (8.4) — —
Non-cash stock compensation charges ............. — 1.0 (1.0) — —
— 1.9
March 2002
Cash employee separations charges ............... — 7.0 (4.3) 0.3 3.0
Non-cash stock compensation charges . ............ — 0.2 0.2) — —
— 3.0
December 2001
Cash employee separations charges ............... 2.2 — 2.1 — 0.1
June 2001
Cash employee separations charges ............... 6.8 — 5.7 (1.1) —
CashexitcostS ..., 10.0 — 8.1) 0.9 2.8
16.8 2.8
March 2001
Cash employee separations charges ............... 0.8 — 0.7 0.1) —
$19.8 $35.2 $(355) §$ — $19.5

As of December 31, 2004, the reserve balance of $8.9 million was comprised of employee severance
charges of $4.4 million and exit costs of $4.5 million, which consisted of $4.2 million in contract termination
charges and $0.3 million of facility closure and lease termination charges. A reconciliation of the activity in the
tables above to the “Restructuring, asset impairments and other, net” caption on the statement of operations for
the years ended December 31, 2004, 2003 and 2002, is as follows (in millions):

2004
2004 Charges . .. oo vttt ettt e e e e $21.4
Plus: charges related to the termination of an executive officer (June 2004)* ... ... 0.2
Less: net adjustments tO FESEIVES . ..\ vttt ittt e e 2.0)

$19.6
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2003
2003 CRALZES .« vt i e e e et e et e $65.1
Less: gain on sale of Guadalajara facility* . ............ ... ... ... ... ..., (4.6)
Plus: net adjustments (O FESETVES ... oot iv ittt et 0.7
$ 612
2002
2002 CRATZES .« ..t ettt e e e $35.2
Plus: charges related to Guadalajara (June 2001) and France (March 2002) ....... 1.9
Plus: charges related to the termination of executive officers (December 2002)* . . . 49
Less: Motorola settlement gain® . .. ..., ... .. .ttt e (12.4)
Less: reserves released during the period .. ....... .. .. . o (1.9

* Not included in above tables

December 2004

In December 2004, the Company recorded $5.6 million in restructuring, asset impairment and other, net
charges, which includes $3.3 million of asset impairments associated with the Company’s restructuring
programs, $1.9 million of exit costs, and $0.4 million of employee separation charges.

The $3.3 million of asset impairments include $3.0 million associated with the East Greenwich, Rhode
Island facility and $0.3 million associated the closure of the assembly and test operations in Roznov, Czech
Republic. During 2004 the Company was unable to secure a buyer for the assets related to the closure of the East-
Greenwich facility, as announced in December 2003 and discussed below. This, coupled with the postponement
of the planned discontinuation of manufacturing activities at East Greenwich, triggered an impairment analysis of
the carrying value of the related assets and resulted in the Company recording asset impairment charges of $3.0
million associated with East Greenwich. The Company measured the amount of each asset impairment by
comparing the carrying values of the respective assets to their related estimated fair values. The Company
estimated future net cash flows for the period of continuing manufacturing activities (March 2005 for East
Greenwich and December 2004 for Roznov) for each group of assets using price, volume, cost and salvage value
assumptions that management considered reasonable in the circumstances. The impairment charges were
recorded for the amount by which the carrying value of the respective assets exceeded their estimated fair value.

The $1.9 million of exit costs include $1.9 million of contract termination costs incurred to terminate two
information technology outsourcing agreements and $0.2 million related to certain exit activities that were
completed in connection with the shutdown of manufacturing operations in East Greenwich, Rhode Island that was
announced in December 2003, as described below. Also in December 2004, the Company reversed $0.2 million of
the exit costs reserve for lease terminations that was announced in December 2002, as described below. The
remaining $1.7 million of contract termination costs is expected to be paid during the first quarter of 2005.

The employee separation charges of $0.4 million include $0.2 million of employee separation charges and
$0.2 million of adjustments to the employee separation charges reserve related to the shutdown of the Company’s
assembly and test operations in Roznov, Czech Republic that was announced in November 2003, as described
below. The Company also recorded a $0.1 million reversal of amounts previously recorded in connection with
the Company’s September 2003 restructuring program, as described below, and recorded an additional $0.1
million charge associated with its March 2002 restructuring program as described below.
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September 2004

During the third quarter of 2004, the Company recorded $0.3 million of employee separation charges related
to the shutdown of the Company’s assembly and test operations in Roznov, Czech Republic that was announced
in November 2003, as described below, and $0.1 million of exit costs related to certain exit activities that were
completed in connection with the shutdown of manufacturing operations in East Greenwich, Rhode Island that
was announced in December 2003, also described below. These costs were offset by the reversal of a $0.4
million reserve for cash exit costs related to the June 2001 restructuring activity, as described below, which, after
management’s evaluation, are no longer expected to be incurred.

June 2004

In June 2004, the Company recorded $2.3 million in restructuring, asset impairment and other, net charges,
which includes $2.1 million of employee separation charges and $0.2 million of exit costs.

The employee separation charges of $2.1 million include $1.5 million for the termination of approximately
190 additional employees at Roznov, Czech Republic due to the transfer of the Company’s assembly and test
operations in Roznov to Malaysia and the Philippines that was announced in November 2003, as described
below. All terminations and associated severance payments related to these charges were completed as of
December 31, 2004.

The remaining $0.6 million of employee separation charges relates to the shutdown of the Company’s
assembly and test operations in Roznov that was announced in November 2003, as described below. This amount
represents a portion of the total severance benefits for approximately 460 employees. All terminations and
associated severance payments related to these charges were completed as of December 31, 2004.

Included in the $0.2 million of exit costs is $0.1 million related to certain exit activities that were completed
in connection with the shutdown of manufacturing operations in East Greenwich, Rhode Island that was
announced in December 2003, as described below. The remaining $0.1 million of exit costs relate to the
information technology (“IT”) outsourcing agreement that was announced in March 2004.

Also in June 2004, the Company recorded a $0.2 million charge to cover costs associated with the
separation of one of the Company’s executive officers. All payments related to this charge have been completed.

Also in June 2004, the Company reversed $1.2 million of the employee separation charges reserve for
employees whose terminations were rescinded due to business improvements and the plan to consolidate
accounting systems that was announced in December 2002, as described below. In June 2004, the Company also
reversed $0.4 million of exit costs, associated with the decommissioning of certain assets that are no longer
expected to be incurred, which decommissioning was announced in December 2002, as described below.

The Company does not expect any additional charges related to the June 2004 restructuring activity.

March 2004

In March 2004, the Company recorded $13.1 million in restructuring, asset impairment and other, net
charges. These charges included $12.0 million of loss on sale of fixed assets, $1.0 million to cover employee
separation costs and $0.1 million of exit costs.

At the end of the first quarter of 2004, the Company entered into a five-year agreement with respect to the
outsourcing of information technology (“IT”) infrastructure, messaging, data center network, help desk and
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onsite management services. As part of the agreement, the Company sold certain system software modules,
licenses and hardware for $3.8 million, which had a net book value of $15.8 million prior to the sale, resulting in
a loss on sale of fixed assets of $12.0 million. The Company then leased back such system software modules and
associated hardware and leased certain new hardware.

As a result of the new IT outsourcing agreement, the Company plans to reduce its current IT staffing levels.
In connection with this reduction, the Company recorded a $0.3 million severance charge related to the
termination of 12 employees in the United States. All terminations and associated severance payments related to
these charges are expected to be completed by June of 2005.

The remaining $0.7 million of employee separation costs relates to the shutdown of the Company’s
assembly and test operations in Roznov, Czech Republic that was announced in November 2003, as described
below. This amount represents a portion of the total severance benefits for approximately 460 employees.

The $0.1 million of exit costs relate to certain exit activities that were completed in connection with the
shutdown of manufacturing operations in East Greenwich, Rhode Island that was announced in December 2003,
as described below.

December 2003

In December 2003, the Company recorded $30.1 million in restructuring, asset impairment and other, net
charges. These charges included $5.2 million to cover employee separation costs, $0.4 million of lease and
contract costs and $20.2 million of asset impairments associated with the Company’s restructuring programs, and
$4.3 million of other charges associated with the write-down of certain other assets. The Company also recorded
a $0.2 million reversal of amounts previously recorded in connection with the Company’s June 2001 and
December 2002 restructuring programs, as described below.

The employee separation costs of $5.2 million reflect the phase-out of manufacturing operations at the
Company’s East Greenwich, Rhode Island facility, the shutdown of the Company’s assembly and test operations
in Roznov, Czech Republic, that was announced in November 2003, and further reductions in general and
administrative staffing levels in the United States and Western Europe. The employee separation charges for East
Greenwich totaled $3.8 million for approximately 325 employees. The Czech Republic employee separation
charge of $0.5 million represents a portion of the total severance charges for approximately 460 employees.
Additional severance costs of approximately $1.6 million related to the Czech Republic were recognized ratably
over 2004. The remaining $0.9 million charge relates to severance benefits for approximately 10 employees in
general and administrative functions in the United States and Europe. All terminations and associated severance
payments related to this charge are expected to be completed by the fourth quarter of 2005.

The lease and contract termination costs of $0.4 million reflect costs incurred in connection with the
consolidation of sales, distribution and administrative facilities in North America. All associated payments
related to this charge are expected to be completed by the second quarter of 2006.

The $20.2 million of asset impairments include $15.3 million associated with the East Greenwich, Rhode
Island facility and $4.9 million associated the closure of the assembly and test operations in Roznov, Czech
Republic. The planned discontinuation of manufacturing activities triggered an impairment analysis of the
carrying value of the related assets and resulted in the Company recording asset impairment charges of $15.3
million associated with the East Greenwich, Rhode Island facility and $4.9 million associated with the assembly
and test operations in Roznov, Czech Republic. The Company measured the amount of each asset impairment by
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comparing the carrying values of the respective assets to their related estimated fair values. The Company
estimated future net cash flows for the period of continuing manufacturing activities (December 2004 for East
Greenwich and Roznov) for each group of assets using price, volume, cost and salvage value assumptions that
management considered reasonable in the circumstances. The impairment charges were recorded for the amount
by which the carrying value of the respective assets exceeded their estimated fair value.

The $4.3 million of other charges consist of a $2.3 million write-off of a long-term note receivable and a
$2.0 million write-down of a cost basis investment. The note receivable was created in connection with the sale
of certain equipment in 2001 and was fully reserved during the fourth quarter of 2003 when the counterparty
defaulted on the obligation. The Company continues to attempt to collect this note. The cost basis investment
relates to a semiconductor start-up company that was written down in the fourth quarter of 2003 based on the
Company’s operating performance and liquidity concerns.

September 2003

In September 2003, the Company recorded a $4.6 million gain in connection with the sale of its
Guadalajara, Mexico facility. This gain was partially offset by charges totaling $1.4 million associated with
worldwide restructuring programs to cover employee separation costs relating to the termination of
approximately 36 employees, reflecting further reductions in manufacturing and general and administrative
personnel in France, Germany, the Czech Republic, Hong Kong and the United States. The Company also
recorded a $0.2 million reversal of amounts previously recorded in connection with the Company’s June 2001
and December 2001 restructuring programs as described below and an additional $0.1 million charge associated
with its March 2002 restructuring program as described below.

All impacted employees have been terminated, and the Company has made all severance payments.

June 2003

In June 2003, the Company recorded charges totaling $13.3 million associated with its worldwide
restructuring programs. The charges include $0.4 million to cover employee separation costs relating to the
termination of approximately 16 employees, $1.4 million of lease and contract termination exit costs, $10.5
million of asset impairments and an additional $1.0 million associated with a supply contract that was terminated
as part of the June 2002 restructuring program described below.

The employee separation costs reflected further reductions in general and administrative staffing levels
primarily in the United States. All impacted employees have been terminated, and the Company has made all
severance payments.

The lease and contract termination exit costs relate to the exit of certain sales and administrative offices and
the termination of other purchase and supply agreements. All associated exit costs have been paid.

The $10.5 million of asset impairments include $3.3 million associated with an assembly and test packaging
production line in Malaysia which was written down to estimated fair value based on its future net discounted
cash flows. Additionally, the Company identified certain buildings, machinery, software and equipment that
would no longer be used internally due to the continued consolidation of manufacturing and general and
administrative functions primarily in the United States and recorded a charge of $7.2 million to write-down the
remaining carrying value of these assets to their net realizable value.
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The Company also recorded non-cash impairment charges totaling $21.3 million including $20.8 million
relating to the write-off of the developed technology intangible asset associated with the Cherry acquisition and a
$0.5 million write-off of a cost basis investment. Sustained price declines in certain product lines triggered an
impairment analysis of the carrying value of the developed technology intangible asset and resulted in the Company
recording an impairment charge of $20.8 million. The Company measured the amount of the impairment charge by
comparing the carrving value of the developed technology to its estimated fair value. The Company estimated future
net cash flows associated with the developed technology intangible asset using price, volume and cost assumptions
that management considered to be reasonable in the circumstances. The Company no longer incurred annualized
amortization expense of approximately $12.0 million per year through March 2005 related to this intangible asset.

December 2002

In December 2002, the Company recorded $12.6 million (net of a $0.6 million adjustment) restructuring,
asset impairments and other charges including $10.1 million for employee separation costs relating the
termination of approximately 300 employees, $1.0 million of asset impairments and approximately $1.8 million
in expected lease termination and other exit costs associated with the decommissioning of certain assets. The
headcount reductions began in the first quarter of 2003 and are expected to be completed by June 2005 and
impacted both manufacturing and non-manufacturing personnel mainly in the United States. The asset
impairments relate to the closure of a production line and an abandoned capital equipment project in the Czech
Republic. The charge also included an additional $0.3 million reserve related to a headcount reduction in
Toulouse, France that was part of the March 2002 restructuring program described below. The $0.6 adjustment
related to release of previous reserves associated with our March 2001 and June 2001 restructuring programs due
the Company’s analysis of estimated costs to complete those programs described below. As of December 31,
2004, there were 6 employees remaining to be terminated during 2005 and the related unpaid severance payments
of $0.4 million are expected to be paid by March 2006.

In December 2002, the Company also recorded a $4.9 million charge to cover the costs associated with the
separation of two of its executive officers. In connection with the separation, the Company reserved $2.0 million
related to the cash portion of the related separation agreements. In addition, the Company agreed to modify the
vesting and exercise period for a portion of the executives’ stock options. This modification resulted in a non-
cash stock compensation charge of $2.9 million with an offsetting credit to additional paid-in capital.

June 2002

In June 2002, the Company recorded charges totaling $16.7 million for costs associated with its worldwide
restructuring programs. The charges included $3.9 million to cover employee separation costs associated with the
termination of 79 U.S. employees, $2.8 million for exit costs consisting primarily of charges associated with a
manufacturing supply agreement, and $8.4 million for equipment write-offs that were charged directly against
the related assets. An additional $1.0 million in exits costs and $0.6 million in employee separation costs were
accrued relating to the closure of the Company’s Guadalajara, Mexico manufacturing facility that was part of the
June 2001 program described below.

The employee separation costs reflected further reductions in general and administrative staffing levels and
included $1.0 million of non-cash stock compensation charges associated with the modification of stock options
for certain terminated employees. All impacted employees have been terminated and the related severance costs
were paid during 2003.

As a result of continuing economic conditions, the Company determined that certain manufacturing
equipment purchase and supply agreements were no longer economical to complete and recorded estimated
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termination charges of $2.8 million during the second quarter of 2002. As of December 31, 2004, the Company
had settled certain of these obligations with payments of $1.3 million. In June 2003, the Company recorded an
additional $1.0 million associated with a manufacturing supply contract that was terminated as part of the June
2002 restructuring program. During the first quarter of 2005 this issue was partially resolved with the vendor and
the related payment was made during the first quarter of 2005. As of December 31, 2004, all employees had been
terminated under the restructuring program.

During the second quarter of 2002, the Company identified certain manufacturing equipment that would no longer
be used internally and recorded a charge of $7.0 million to write-down the remaining carrying value to its estimated net
realizable value. Additionally, the Company determined that it would not invest the capital required to complete an
equipment project and recorded a charge of $1.4 million to write-off the carrying value of the related project.

During the second quarter of 2002, the Company reached a settlement of various contractual issues with
Motorola in exchange for a cash payment from Motorola of $10.6 million which resulted in a related gain of
$12.4 million (see Note 16 “Related Party Transactions” for further details of the Motorola settlement). The
Company also recorded a $1.2 million reversal of amounts previously provided in connection with the June 2001
restructuring program described below as a result of favorable negotiated contract termination costs, and the
Company released the remaining $0.1 million reserve for employee separation costs under the March 2001
program described below to income during the second quarter of 2002.

March 2002

In March 2002, the Company recorded a $7.1 million (net of a $0.1 million adjustment) charge to cover
employee separation costs relating to the termination of approximately 72 employees. Approximately $5.0 miilion of
this charge is attributable to employee terminations resulting from the Company’s decision to relocate its European
administrative functions from Toulouse, France to Roznov, Czech Republic and Piestany, Slovakia. The relocation of
these functions was completed in 2003. The remaining $2.2 million relates to reductions in selling, general and
administrative personnel primarily in the U.S. The March 2002 charge also included $0.2 million of non-cash
employee stock compensation expense associated with the modification of stock options for certain terminated
employees. As of December 31, 2004, all employees have been terminated under this program. As of December 31,
2004 the remaining liability relating to this restructuring was $0.2 million and will be paid by June 2005.

December 2001

In December 2001, the Company recorded charges to cover employee separation costs associated with the
termination of 50 employees, of which $2.2 million remained outstanding as of December 31, 2001. The
employee separation costs reflected reductions in selling, general and administrative staffing levels in the U.S.,
United Kingdom, Germany, France and Singapore. All impacted employees have been terminated and the related
severance amounts have been paid.

June 2001

In June 2001, the Company recorded charges for costs associated with its worldwide restructuring programs.
These programs were in response to rapidly changing economic circumstances requiring the Company to
rationalize its manufacturing and distribution operations to meet declining customer demand. The programs
included the phasing out of manufacturing operations at the Company’s Guadalajara, Mexico facility by June
2002, transferring certain manufacturing activities performed at the Company’s Aizu, Japan and Seremban,
Malaysia facilities to other Company-owned facilities or to third party contractors by June 2002 and December
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2001, respectively, and the shutdown of the Company’s Hong Kong Distribution Center and the transfer of
related functions to its Singapore Distribution Center. The charge included employee separation costs associated
with the termination of approximately 3,200 employees of which $6.8 million remained outstanding as of
December 31, 2001. All employees have been terminated under the June 2001 restructuring program.

The June 2001 charge also included $10.0 million to cover certain exit costs relating to facility closure and
contract terminations including $2.8 million for expected facility clean up activities, $1.0 million for equipment
disposal fees, $2.0 million for equipment purchase cancellations and $4.2 million for other contract cancellations
of which $10.0 million remained outstanding as of December 31, 2001. The Company does not expect any
additional charges related to the June 2001 restructuring activity.

March 2001

In March 2001, the Company recorded charges to cover employee separation costs associated with the
termination of 1,100 employees, of which $0.8 million remained unpaid as of December 31, 2001. The employee
separation costs reflected reductions in manufacturing, selling, general and administrative staffing levels in the
U.S., Mexico, the Philippines and Malaysia as well as non-cash charges associated with the modification of stock
options for certain terminated employees. All impacted employees had been terminated.
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Note 6: Balance Sheet Information

Balance sheet information is as follows (in millions):

December 31,
2004 2003
Receivables, net:
Accountsreceivable . ... ... $ 1339 § 1385
Less: Allowance for doubtful accounts .. ........... ... ... .. ...... 24 2.4)

$ 1315 § 136.1

Inventories, net:

Raw materials . ... ..ot $ 193 § 134
WOTK IN PIOCESS . o ottt e 103.4 84.5
Finished goods . . . ... oot 70.7 73.7

$ 1934 § 1716

Property, plant and equipment, net:

Land ..o e $ 162 §$ 161
Buildings . ... ..o 364.5 350.5
Machinery and equipment .. ............ 1,054.4 1,022.2
Total property, plant and equipment . ............ ... 1,435.1 1,388.8
Less: Accumulated depreciation . ............c... i, (963.1) (889.7)

$ 4720 $ 4991

Goodwill, net:
GoodwWill ... $ 957 $ 957
Less: Accumulated amortization . ...........o ot it (18.4) (18.4)

$ 773 % 773

Accrued expenses:

Accrued payroll .. ... $ 252 § 267
Sales related IESEIVES . ... . o 212 18.5
RESIIUCIUTING TESEIVES « . ot vt et et e et e e e e 8.9 13.1
Accrued pension liability ......... .. ... .. 22.1 12.4
Other . 23.0 22.3

$ 1004 $ 930

Other comprehensive loss:

Foreign currency translation adjustments .......................... $ 22 % 1.7
Net unrealized losses and adjustments related to cash flow hedges ... ... 0.5) (5.3)
Unrealized losses on deferred compensation plan investments . ........ 0.6) 0.8)

$ 11§ (44

Depreciation expense for property, plant and equipment totaled $97.3 million, $116.7 million and $129.0
million for 2004, 2003 and 2002, respectively. Amortization expense related to the developed technology
intangible asset totaled $0 million, $5.9 million and $11.9 million in 2004, 2003 and 2002, respectively.

As of December 31, 2004 and 2003, total property, plant and equipment included $14.2 million and $6.6
million, respectively, of assets recorded under capital leases. Accumulated depreciation associated with these
assets is included in total accumulated depreciation in the table above.

107




ON SEMICONDUCTOR CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — Continued

The activity related to our warranty reserves for 2002, 2003 and 2004 follows (in millions):

Balance as of December 31, 2000 . . ... it $ 3.0
PrOVISION ..ot t 0.1
DS .« ot ettt e e e e e 0.4)
Balance as of December 31, 2002 . . ... it e e 2.7
PrOVISION . .ot —
S . o v ettt et e e e e e e e e 0.2)
Reserved released ... . .. (0.9)
Balance as of December 31, 2003 . ... .. 1.6
PrOVISION L . 2.0
LT L O 0.4)
Reservedreleased .. ... . it e ©0.2)
Balance as of December 31, 2004 . . ... o e $3.0
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Note 7: Long-Term Debt

Long-term debt consists of the following (dollars in millions):

Senior Bank Facilities:
Tranche E due 2007, interest payable monthly, net of discount of
$0.4
Tranche G due 2005 through 2009, interest payable quarterly . . .
Revolver

First-Lien Senior Secured Notes due 2010, 12% interest payable
semi-annually, net of debt discount of $8.4

Second-Lien Senior Secured Notes due 2008, 13% interest effective
February 2003 payable semi-annually, net of debt discount of
$7.4

12% Senior Subordinated Notes due 2009, interest payable semi-
annually

Zero Coupon Convertible Senior Subordinated Notes due 2024

10% Junior Subordinated Note due 2011, interest compounded semi-
annually, payable at maturity

2.25% Note payable to Japanese bank due 2005 through 2010,
interest payable semi-annually

Loan with a Chinese bank due 2006 through 2007, interest payable
monthly at 4.55% and 3.5%, respectively

Loan with a Chinese bank due 2004 through 2013 , interest payable
quarterly at 4.25% and 2.7%, respectively

Capital lease obligations

Less: Current maturities

Loss on Debt Prepayment

December 31, 2004

December 31, 2003

Interest Interest
Rate Balance Rate Balance
—% $ 44375% $ 320.1
5.5625 645.5 — —
645.5 320.1
— 191.6
— 292.6
— 260.0
260.0 —
154.2 139.9
21.1 24.3
20.0 20.0
4372 48.0
7.8 6.4
1,151.8 1,302.9
20.0) (11.4)
$1,131.8 $1,291.5

During the year ended December 31, 2004, the Company incurred a loss on debt prepayment of $159.7

million, comprised of the following:

+  $89.0 million of costs resulting from redemption premiums, consent fees and dealer manager fees upon
repayment of $200.0 million outstanding principal of the first-lien senior secured notes due 2010 and
$300.0 million outstanding principal of the second-lien senior secured notes due 2008. Also in
connection with these redemptions, the Company wrote off $14.1 million of unamortized debt
discounts, wrote off $17.5 million of debt issuance costs and expensed $0.2 million of third-party

expenses in connection therewith.

109




ON SEMICONDUCTOR CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — Continued

*  $1.9 million of costs resulting from arrangement and incentive fees paid to creditors upon refinancing of
the tranche F senior bank facilities due 2009 to the tranche G senior bank facilities due 2005 through
2009. Also in connection with this refinancing, the Company wrote off approximately $6.3 million of
debt issuance costs and $0.3 million of unamortized debt discounts related to the tranche F senior bank
facilities.

o $22.9 million of costs resulting from redemption premiums, consent fees, tender offer fees, legal fees
and dealer manager fees upon redemption of $260.0 million outstanding principal of the 12% senior
subordinated notes due 2009, and also wrote off $7.5 million of debt issuance costs.

During the year ended December 31, 2003, the Company incurred a loss on debt prepayment of $7.7
million, comprised of the following:

»  $1.0 million of debt refinancing costs, $0.2 million of third-party expenses and $0.1 of unamortized debt
discounts were written off in connection with the November 2003 amendment to the senior bank
facilities and loan repricing.

+  $2.9 million of costs in connection with the public offering of common stock in September 2003 and the
related debt prepayment, which consisted of the write-off of $2.5 million of debt issuance costs and the
expensing of $0.4 million of third-party expenses in connection therewith.

*  $3.5 million of debt issuance costs upon prepayment of a portion of the amounts outstanding under the

Company’s senior bank facilities and revolving credit facility.

During the second quarter of 2002, the Company wrote off $6.5 million of debt issuance costs upon
refinancing the senior bank facilities.

Senior Bank Facilifies

Terms Existing as of December 31, 2004

Borrowings under the senior bank facilities, which bear interest at rates selected by the Company based on
either the London Interbank Offered Rate (“LIBOR”) or an alternative base rate, as defined, plus an interest rate
spread of 3%, amortize within five years. As of December 31, 2004, after consideration of the amendments to the
credit agreement described below, the senior bank facilities contained a $25.0 million revolving line of credit.
Letters of credit totaling $17.2 million were outstanding against the line of credit at December 31, 2004 leaving
$7.8 million of availability at that date. However, on January 9, 2003, the Company amended its primary foreign
exchange hedging agreement to provide for termination of such agreement if at any time the amount available
under the revolving credit facility becomes less than $2.5 million.

As of December 31, 2004, after the amendments and refinancing discussed below, borrowings under the
senior bank facilities were $645.5 million under the tranche G term loans, with interest payable quarterly and
accruing at a rate of LIBOR plus 3%. The interest rate as of December 31, 2004 was 5.5625%. Principal payments
under the tranche G term loan facility are paid quarterly at an annualized rate of 1% of the original principal
balance, with the remaining principal due in 2009. The tranche G term loan facility contains certain financial
covenants including letters of credit and minimum EBITDA requirements. The Company was in compliance with
the various covenants and other requirements contained in its senior bank facilities, as amended, through
December 31, 2004. Management believes that the Company will be able to comply with the various covenants
and other requirements contained in its senior bank facilities, as amended, through December 31, 2005.
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After meeting certain certain financial conditions during the fourth quarter of 2004, certain financial
covenants were revised in the senior bank facilities to:

* increase the maximum amount of sales, transfers and other dispositions of assets during any fiscal year
to $50.0 million aggregate fair market value;

« permit acquisitions of up to $50.0 million in equity interests of other companies;

* increase the maximum amount of other investments to $100.0 million;

* remove the minimum cash and cash equivalents requirement; and

» allow payment of fees and expenses in cash to TPG in an aggregate amount not to exceed $2.0 miliion

in any fiscal year.

The Company entered into interest rate swap agreements to reduce the exposure to interest rate fluctuations
on the senior bank facilities, as discussed at Note 13 “Financial Instruments.”

Amendments and Refinancings

In connection with the issuance of the 12% second-lien senior secured notes due 2008 (the “Second-Lien
Notes™) described below, the Company amended its senior bank facilities on April 17, 2002 to, among other
things, permit the issuance of the Second-Lien Notes, eliminate interest expense coverage and leverage ratio
requirements through December 31, 2003 and to reduce the minimum interest expense coverage ratio
requirement and increase the maximum leverage ratio requirements for the period from January 1, 2004 through
June 30, 2006, extend the minimum cash and EBITDA level covenants through December 31, 2003, permit the
redemption of up to 35% of the Second-Lien Notes with net proceeds of any equity offerings on or prior to May
15, 2005, allow certain asset sales and to permit borrowings of up to $100.0 million by or for the benefit of
Leshan so long as the related proceeds were used to prepay loans under the senior bank facilities.

In connection with the issuance of the First-Lien Notes described below, the Company amended its senior
bank facilities effective as of February 14, 2003 to, among other things, permit the issuance of the First-Lien
Notes, eliminate the interest expense and leverage coverage ratio requirements, reduce the minimum EBITDA
level covenant (as defined in the credit agreement) to $140.0 million for any four consecutive fiscal quarters until
the final maturity of the senior bank facilities, reduce permitted annual capital expenditures to $100.0 million
(subject to increases in certain circumstances), permit the redemption of up to 35% of the First-Lien Notes with
net proceeds of any equity offerings on or prior to March 15, 2006 and to convert $62.5 million of the amounts
outstanding under the revolving credit facility to a new Tranche R term loan.

In September 2003, the Company further amended its senior bank facilities to, among other things:

*  Provide the Company with additional Tranche D term loans under its senior bank facilities aggregating
$100 million, the entire amount of which was borrowed simultaneously with the completion of the
equity offering described in Note 10 “Common Stock”;

* Permit the Company to apply the net proceeds from equity offerings by it or any of its subsidiaries
(including the equity offering described in Note 10) and borrowings under the additional Tranche D
term loans to prepay scheduled principal installments of all term loan borrowings outstanding under its
senior bank facilities in chronological order;

* Reduce from 75% to 50% the percentage of net proceeds from future equity offerings by the Company
or any of its subsidiaries that is required to be applied to prepay term loan borrowings outstanding under
its senior bank facilities; and,
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« Provide the Company with a new $25 million revolving facility that will mature on August 4, 2006,
provide for the issuance of letters of credit in currencies other than U.S. dollars that are to be specified
and, in all other respects, have terms substantially similar to those of its existing revolving facility.

The proceeds of the borrowing under the additional Tranche D term loans (which were issued at a discount
of $0.5 million) were used to prepay senior credit facility borrowings as described above. Excluding this
discount, costs incurred in connection with this debt refinancing totaled $3.8 million, of which $0.4 million was
paid to third parties. Such third-party costs were expensed as incurred and included in loss on debt prepayment in
the Company’s consolidated statement of operations for the year ended December 31, 2003. The remaining $3.4
million of debt refinancing costs were capitalized and amortized using the effective interest method.

In November 2003, the Company refinanced $368.5 million of term loans under its senior bank facilities.
The Company replaced its tranche B, tranche C and tranche D term loan facilities under its senior bank facilities
with a single new tranche E term loan facility with terms, other than the interest rate, that were identical to those
of the tranche D term loan facility. The new tranche E was to be due throughout 2006 and 2007, ending in 2007.
The Company also reduced the interest rate on its term loans by 0.75% per annum. Costs incurred in connection
with this refinancing totaled $1.0 million, of which $0.2 million were expensed as incurred while the remaining
$0.8 million of such costs were capitalized and amortized using the effective interest method

In December 2003, the Company refinanced approximately $48 million of the term loans under its senior
bank facilities with the proceeds from a new loan provided to Leshan by the China Construction Bank, the terms
of which are described below.

In April 2004 the Company refinanced $320.5 million of loans under its senior bank facilities. The
Company replaced its tranche E term loan facility with a new tranche F term loan facility, which bore interest at
a base rate plus a margin that is 0.50% per annum lower than the comparable margin borne by the tranche E term
loan facility. Additionally, in connection with this repricing, the senior bank facilities were amended to, among
other things:

» permit the Company to use for general corporate purposes up to $30 million of the proceeds from the
sale of the East Greenwich manufacturing facility;

* subject to certain restrictions, permit the Company to apply the net proceeds of certain equity or debt
issuances to be used to purchase, redeem or retire any of the first-lien senior secured notes, second-lien
senior secured notes or junior subordinated note;

» amend the definition of consolidated EBITDA in the credit agreement relating to the senior credit
facilities to permit the add back of premiums associated with the redemption, repayment or repurchase
of securities; and

» replace the existing revolving credit facility with a new facility that bore interest at a rate that was
0.50% per annum lower than the rate borne by the then existing revolving facility.

In December 2004, the Company refinanced the term loans under its senior bank facilities and increased its
total borrowings under these facilities to $645.5 million. The Company replaced $320.5 million of the tranche F
term loan facility with $645.5 million of a tranche G term loan facility with terms, other than the interest rate and
principal balance, that are largely identical to those of the tranche F term loan facility. Proceeds from the tranche
G term loan facility were used to prepay $130.0 million principal outstanding of the first-lien senior secured
notes due 2010 and $195.0 million principal outstanding of the second-lien senior secured notes due 2008.
Principal payments under the tranche G term loan facility are paid quarterly at an annualized rate of 1% of the
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original principal balance, with the remaining principal due at maturity. The tranche G loan facility expires
December 15, 2009, but can be extended to December 15, 2011; provided that the zero coupon convertible senior
subordinated notes and the junior subordinated notes are redeemed by December 15, 2009 and December 15,
2010, respectively. The Company also increased the interest rate on its term loans by 0.25% per annum. Costs
incurred in connection with this refinancing totaled $2.4 million, of which $1.9 million were expensed as
incurred while the remaining $0.5 million of such costs were capitalized and are being amortized using the
effective interest method.

Included in other assets as of December 31, 2004, are $0.5 million of remaining debt issuance costs
associated with the senior bank facilities, which will be amortized over the remaining term of the debt using the
effective interest method, and $0.6 million of debt issuance costs associated with the revolver which will be
amortized ratably over the remaining term of the revolving line of credit.

First-Lien Notes

On March 3, 2003, the Company and SCI LLC, (collectively, the “Issuers”) issued $200.0 million principal
amount of First-Lien Notes in a private offering that was exempt from the registration requirements of the federal
securities laws. The First-Lien Notes were issued at 95.467% of par value and generated net proceeds of
approximately $180.9 million after taking into consideration the discount and the payment of issuance costs. The
net proceeds were used to prepay a portion of the amounts outstanding under the Company’s senior bank
facilities, including $25.0 million relating to the Company’s revolving credit facility. In connection with the
prepayment, the Company wrote off $3.5 million of debt issuance costs in the first quarter of 2003. During the
periods these were outstanding, interest accrued on the First-Lien Notes at a rate of 12% per annum and was
payable semi-annually in March and September. The First-Lien Notes had a maturity date of March 15, 2010.

The Issuers filed an exchange offer registration statement on May 1, 2003 relating to the First-Lien Notes
pursuant to a registration rights agreement. The registration statement was declared effective by the Securities
and Exchange Commission on May 8§, 2003.

As of December 31, 2004, the first-lien senior secured notes were no longer outstanding. As discussed
previously, and also in Note 10 “Common Stock™, the Company used proceeds from the February 2004 Equity
Offering to redeem $70.0 million outstanding principal amount of the first-lien senior secured notes on March 10,
2004 at a redemption price of 112.0% of the principal amount of the notes redeemed, together with accrued
interest to the redemption date. In connection with this prepayment and the prepayment of the second-lien senior
secured notes that also occurred on March 10, 2004, as discussed below, the Company wrote off approximately
$12.0 million of debt issuance costs and the unamortized debt discount.

Also, as discussed previously, in December 2004 the Company used proceeds from the refinancing of the
senior bank facilities to repurchase and retire all of the outstanding first-lien senior secured notes (at a price of
123.5%). Also in connection with this debt repurchase and the December 2004 debt repurchase of the second-lien
senior secured notes, discussed below, the Company wrote off $8.7 of unamortized debt discounts, $10.9 of debt
issuance costs and expensed $0.2 million of third-party expenses in connection therewith.

Second-Lien Notes

On May 6, 2002, the Issuers issued $300.0 million principal amount of Second-Lien Notes in a private offering
that was exempt from the registration requirements of the federal securities laws. The Second-Lien Notes were
issued at 96.902% of par value and generated net proceeds of $278.6 million after such discount and the payment of
issuance costs. The net proceeds were used to prepay a portion of the amounts outstanding under the Company’s
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senior bank facilities. Because the amount outstanding under the senior bank facilities was reduced below $750.0
million, supplemental interest charges under the credit agreement relating to the senior bank facilities were reduced
from 3.0% to 1.0%. The Company exercised its option to terminate the supplemental interest charges by paying the
entire accrued balance of supplemental interest charges during the first quarter of 2003. During the periods
outstanding, interest accrued on the Second-Lien Notes at the rate of 12% per annum until February 6, 2003, when
the related annual interest increased to 13%. Interest on the Second-Lien Notes was payable semi-annually in May
and November in cash. The Second-Lien Notes had a maturity date of May 15, 2008.

The Issuers filed an exchange offer registration statement on October 1, 2002 relating to the Second-Lien
Notes pursuant to a registration rights agreement. The registration statement was declared effective by the
Securities and Exchange Commission on January 27, 2003.

As of December 31, 2004, the second-lien senior secured notes were no longer outstanding. As discussed
previously, and also in Note 10 “Common Stock”, the Company used proceeds from the February 2004 Equity
Offering to redeern $105.0 million outstanding principal amount of second-lien senior secured notes on March
10, 2004 at a redemption price of 112.0% of the principal amount of the notes redeemed, together with accrued
interest to the redemption date. Also, as discussed previously, in December 2004 the Company used proceeds
from the refinancing of the senior bank facilities to repurchase and retire all of the outstanding second-lien senior
secured notes (at a price of 118.8%). In connection with these debt repurchases, the Company wrote off
unamortized debt discounts, debt issuance costs and incurred third-party expenses as previously discussed.

Zero Coupon Convertible Senior Subordinated Notes

On April 6, 2004, the Company commenced a cash tender offer for all of its outstanding 12% Senior
Subordinated Notes due 2009, as discussed below. In order to finance the cash tender offer, the Company issued
$260.0 million of zero coupon convertible senior subordinated notes due 2024. The notes do not bear cash
interest, nor does the principal amount accrete. The notes are fully and unconditionally guaranteed on an
unsecured senior subordinated basis by certain existing and future subsidiaries of the Company.

Holders may convert the notes into approximately 26.5 million shares of the Company’s common stock at a
conversion rate of 101.8849 shares per $1,000 principal amount of notes before April 15, 2024 under the
following circumstances: (1) during any fiscal quarter commencing after June 30, 2004 through maturity if the
closing sale price of the Company’s common stock exceeds 120% of the conversion price for at least 20 trading
days in the 30 consecutive trading-day period ending on the last trading day of the preceding fiscal quarter; (2)
during the five business-day period after any five consecutive trading-day period in which the trading price per
$1,000 principal amount of notes for each day of that period was less than 98% of the product of the closing sale
price of the Company’s common stock and the conversion rate; (3) if the notes have been called for redemption;
(4) after the date, if ever, on which either Moody’s Investors Service, Inc. or Standard & Poor’s Rating Services
assigns an initial credit rating to the notes, during any period in which the credit rating assigned to the notes by
either Moody’s or S&P is three or more rating subcategories below the initial credit rating assigned by Moody’s
or S&P, as the case may be, or any period in which the notes are no longer rated by either Moody’s or S&P, as
the case may be, if such ratings agency had previously rated the notes; or (5) upon the occurrence of certain
corporate events. Beginning April 15, 2010, the Company may redeem any of the notes at specified redemption
prices. Holders may require the Company to repurchase the notes for cash on April 15 of 2010, 2014 and 2019.
Upon the occurrence of certain corporate events, each holder may require the Company to purchase all or a
portion of such holder’s notes for cash at a price equal to the principal amount of such notes. The notes are
subordinated in right of payment to all of the Company’s senior indebtedness. Upon conversion, the Company
has the right to deliver cash in lieu of shares of the Company’s common stock.
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The Company received net proceeds of approximately $251.2 million from the sale of the notes after
deducting discounts and commissions and estimated offering expenses.

Included in other assets as of December 31, 2004, were $7.8 million of debt issuance costs associated with
the zero coupon convertible senior subordinated notes, which will be amortized ratably through 2010.

Junior Subordinated Note

As part of the Recapitalization, the Company entered into a $91.0 million junior subordinated note due
2011, issued by Semiconductor Components Industries, LLC, the Company’s primary domestic operating
subsidiary. The note, which had a balance of $154.2 million at December 31, 2004, bears interest at an annual
rate of 10.0%, compounded semi-annually and payable at maturity. The note is junior in right of payment to all
senior debt.

Senior Subordinated Notes

In connection with the Recapitalization described in Note 1, the Company issued $400.0 million principal
amount of Senior Subordinated Notes due 2009. Redemption prices ranged from 106% of the principal amount if
redeemed in 2004 to 100% if redeemed in 2008 or thereafter. The Company was able to redeem up to 35% of the
aggregate principal amount of the Senior Subordinated Notes prior to August 4, 2002 with the proceeds of a
public equity offering at a redemption price of 112% of the amount redeemed. On May 3, 2000, the Company
completed its initial public offering (IPO) of its common stock and used a portion of the proceeds to redeem
$140.0 million of the Senior Subordinated Notes.

In April 2004, the Company commenced a cash tender offer for all of the outstanding 12% Senior
Subordinated Notes due 2009. The total consideration offered for each $1,000 dollars of principal amount of
notes tendered was $1,089.06, plus accrued interest, if any, to the repurchase date. As of July 2, 2004, the
company redeemed $225.8 million principal amount through the tender offer. The Company exercised their call
option and redeemed the remaining $34.2 million principal amount of senior subordinated notes on August 2,
2004 at 106% of par. In connection with these redemptions, the Company incurred costs of $22.9 million
resulting from tender offer fees, consent fees, redemption premiums, dealer manager fees and legal fees. The
cash tender offer was financed through the issuance of $260.0 million of zero coupon convertible senior
subordinated notes due 2024, as discussed previously, and with cash on hand. As of December 31, 2004 the
senior subordinated notes were no longer outstanding.

Japanese Loan

In 2000, the Company’s Japanese subsidiary entered into a yen-denominated note agreement with a
Japanese bank to finance the expansion of its manufacturing facilities. The loan, which had a balance of $21.1
million at December 31, 2004 (based on the yen-to-dollar exchange rate in effect at that date), bears interest at an
annual rate of 2.25% and requires semi-annual principal and interest payments through September 2010 of
approximately $1.8 million (based on the yen-to-dollar exchange rate at December 31, 2004.) The note is
unsecured, however, the bank has rights under the agreement to obtain collateral in certain circumstances. In
addition, the note is guaranteed by SCI, LLC the Company’s primary domestic operating subsidiary.

Chinese Loans

The Company’s long-term debt includes a $20 million loan facility between Leshan and a Chinese Bank.
Aggregate loans under this facility, which was entered into in November 2000, are comprised of $16 million of
borrowings denominated in U.S. dollars and $4 million of borrowings denominated in Chinese Renminbi (based
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on year-end exchange rates). Interest on these loans is payable monthly and accrues at a variable rate based on
published market rates in China for six-year term loans. During the fourth quarter of 2003, the Company
exercised its ability to extend the maturity of this loan for three years under the same terms and conditions,
thereby extending scheduled principal payments to $10.5 million due in the fourth quarter of 2006 and $9.5
million due in the first quarter of 2007.

The Company’s long-term debt also includes a $43.2 million loan facility between Leshan and another
Chinese Bank. The loan facility is comprised of a $24.0 million tranche and a $19.2 million tranche. The first
tranche has a three-year term with a balloon payment due December 2006, which is extendible for an additional
three years under certain circumstances. The second tranche has a 10-year term with scheduled principal
payments through December 2013. Each tranche bears interest at a rate of 6 month LIBOR plus 1.5% per annum,
payable quarterly as compared to 3 month LIBOR plus 3.0% under our senior bank facilities

Annual maturities relating to the Company’s long-term debt as of December 31, 2004 are as follows (in
millions):

Actual Maturities

20005 $ 200
2000 . e 51.9
2007 e 21.0
2008 . e 114
2000 624.7
Thereafter . ... 422.8
Total .o e $1,151.8

The Company has pledged substantially all of its tangible and intangible assets and similar assets of each of
its existing and subsequently acquired or organized domestic subsidiaries (but no more than 65% of the capital
stock of foreign subsidiaries held by them) to secure the Company’s senior bank facilities. Semiconductor
Components Industries, LLC, the primary domestic operating subsidiary of ON Semiconductor Corporation, is
the borrower under the Company’s senior bank facilities. ON Semiconductor Corporation and the Company’s
other domestic subsidiaries fully and unconditionally guarantee on a joint and several basis the obligations of the
borrower under such facilities.

The Company and Semiconductor Components Industries, LLC (“SCI LLC”), its primary operating
subsidiary, are co-issuers of the first-lien senior secured notes, the second-lien senior secured notes and the senior
subordinated notes at the times they were outstanding and the Company is the sole issuer of the zero coupon
convertible senior subordinated notes (collectively, “the Notes”). The Company’s other domestic subsidiaries
(collectively, the “Guarantor Subsidiaries™) fully and unconditionally guarantee on a joint and several basis, the
Issuers’ obligations under the Notes. The Guarantor Subsidiaries include Semiconductor Components Industries
of Rhode Island, Inc, an operating subsidiary, as well as holding companies whose net assets consist primarily of
investments in its joint venture in Leshan, China and nominal equity interests in certain of the Company’s other
foreign subsidiaries. SCI LLC is a guarantor of the zero coupon convertible senior subordinated notes. The
Company’s remaining subsidiaries (collectively, the “Non-Guarantor Subsidiaries”) are not guarantors of the
Notes. Prior to the fourth quarter of 2003, the Guarantor Subsidiaries also owned an investment in the
Company’s Czech subsidiaries which was subsequently sold to a Non-Guarantor Subsidiary. Because this
transaction was a transfer between entities under common control, the Company has accounted for this
transaction in a manner similar to a pooling of interests and has restated all historical Guarantor and Non-
Guarantor Subsidiary financial information to reflect the current ownership structure.
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The Company does not believe that separate financial statements and other disclosures conceming the
Guarantor Subsidiaries would provide any additional information that would be material to investors in making
an investment decision. Condensed consolidating financial information for the Issuers, the Guarantor
Subsidiaries and the Non-Guarantor Subsidiaries is as follows (in millions):

As of December 31, 2004

Cash and cash equivalents .........
Short term investments ............
Receivables,net .................
Inventories,net . .................
Deferred income taxes, current . .. . ..
Other current assets . .............

Total current assets ...........

Deferred income tax, non current . . . .
Property, plant and equipment, net . . .
Goodwill .......................
Investments and other assets .......

Total assets .................

Accounts payable ................

Accrued expenses and other current

liabilities .....................

Deferred income on sales to

distributors . ..................

Total current liabilities ... .....

Long-termdebt (1) ...............
Other long-term liabilities .........
Intercompany (1) ................

Total liabilities ..............

Minority interests in consolidated

subsidiaries . ..................
Redeemable preferred stock ........
Stockholders’ equity (deficit) .. ... ..

Liabilities, minority interests and

stockholders’ equity (deficit) .. ...

Issuers
ON Semi- Non-
conductor Guarantor  Guarantor
Corporation (2) SCILLC Subsidiaries Subsidiaries Eliminations Total
$ — $ 151 § — $ 90.6 $ — §$ 1057
— 80.0 — — — 80.0
— 353 — 96.2 — 131.5
— 23.6 4.7 181.6 (16.5) 1934
— — —_ 2.8 — 2.8
— 4.8 0.1 18.7 — 23.6
— 158.8 4.8 389.9 (16.5) 537.0
— 2.3 — (2.3) — —
— 81.1 10.5 3804 — 472.0
— 8.1 69.2 — —_ 77.3
(354.5) 48.5 395 457 244.6 238
$(354.5) $ 298.8 $124.0 $813.7 $228.1 $1,110.1
$ - $ 204 $ 35 $ 80.5 $ — $ 1044
— 74.6 6.3 414 1.7 124.0
— 28.2 — 68.5 — 96.7
— 1232 9.8 190.4 1.7 325.1
260.0 795.8 — 76.0 — 1,131.8
— 20.6 — 13.9 — 34.5
(207.8) (447.8) 150.9 2994 205.3 —
52.2 491.8 160.7 579.7 207.0 11,4914
— — — — 254 254
131.1 — — — — 131.1
(537.8)  (193.0)  (36.7) 234.0 (43)  (537.8)
$(354.5) $298.8 $124.0 $813.7 $228.1 $1,110.1
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As of December 31, 2003

Cash and cash equivalents . ........
Receivables,net ... ..............
Inventories, net .................
Deferred income taxes . ...........
Other current assets ..............

Total current assets ..........

Deferred income tax, non current . ..
Property, plant and equipment, net . .
Goodwill ......................
Investments and other assets ... ....

Total assets . ...............

Accounts payable ...............

Accrued expenses and other current
liabilities ....................

Deferred income on sales to
distributors . .......... .. ...

Total current liabilities .......

Long-termdebt (1) ..............
Other long-term liabilities .........
Intercompany (1) ................

Total liabilities . . ............
Minority interests in consolidated
subsidiaries ..................
Redeemable preferred stock .......
Stockholders’ equity (deficit) ......

Liabilities, minority interests and
stockholders’ equity (deficit) . ...

Issuers
ON Semi- Non-
conductor Guarantor Guarantor
Corporation (2) SCILLC Subsidiaries Subsidiaries Eliminations Total
$ — $ 1189 §$ — $ 67.7 $ — §$ 1866
— 31.5 — 104.6 — 136.1
— 21.1 2.2 1543 (6.0) 171.6
— — —_ 2.7 — 2.7
— 3.8 0.1 22.0 — 25.9
— 175.3 2.3 351.3 6.0) 5229
— — — 1.3 — 1.3
— 94.3 15.9 388.9 — 499.1
— 8.1 69.2 — — 77.3
(732.8) 91.7 40.5 42.1 622.4 63.9
$(732.8) $ 3694 $127.9 $783.6 $6164 $1,164.5
$ — $ 298 $ 18 $ 84.1 $ — $ 1157
— 86.2 5.2 40.3 0.3) 1314
— 19.2 — 47.0 — 66.2
— 135.2 7.0 171.4 (0.3) 3133
743.2 1,207.1 — 84.4 (743.2) 1,291.5
— 41.1 — 15.1 2.0 58.2
(951.1) (448.9) 143.2 308.1 948.7 —
(207.9) 934.5 150.2 579.0 207.2 1,663.0
— — — — 26.4 26.4
119.7 —_ — — — 119.7
(644.6) (565.1)  (22.3) 204.6 382.8 (644.6)
$(732.8) $ 3694  $1279 $783.6 $ 6164 $1,164.5
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Issuers
ON Semi- Non-
conductor Guarantor  Guarantor

Corporation 2) SCILLC (1) Subsidiaries Subsidiaries Eliminations Total

For the year ended December 31, 2004

REVENUES ..\ttt ittt e ettt e I $ 5173 $61.6 $1,662.9 $(974.9) $ 1,266.9
CoStOf reVenues . ... ... e — 446.9 45.0 1,329.5 (964.4) 857.0
Grossprofit ... ... — 70.4 16.6 3334 (10.5) 409.9
Research and development .. ............ .o — 20.6 12.8 61.0 — 94.4
Sellingand marketing . ......... ... . ... ... — 41.8 0.8 31.2 — 73.8
General and administrative ............. ... . i _ 15.2 0.5 56.5 — 72.2
Restructuring, asset impairments and other,net ................. — 124 34 38 — 19.6
Total operating €XPenses .. .........c.cvuieiuniniiiiiiiiai, — 90.0 17.5 152.5 — 260.0
Operating income (JOSS) . ...\ vuin i i, — (19.6) 0.9) 180.9 (10.5) 149.9
Interest eXpense. Met ... ..o uiien i e e 1.0) (49.0) (20.1) (28.9) — (99.0)
Loss on debt prepayment ...........c..ooiiii i — (159.7) — — — (159.7)
Realized and unrealized foreign currency gains or losses .......... — 5.2 — 9.4) — 4.2)
Equity inearnings ........... ... i (122.7) 94.5 5.7 — 22.5 —
Income (loss) before income taxes and minority interests .......... (123.7) (128.6) (15.3) 142.6 12.0 (113.0)
Income tax provision .......... ... . .. oo —_ 1.4 — (8.8) - (7.4)
Minority INTerests . ............... it — — — — (3.3) (3.3)
Netincome (I0SS) . .. v ettt e e e $(123.7) $ (127.2) $(15.3) $ 13338 $ 87 $ (123.7)
Net cash provided by (used in) operating activities ............... 5 — $ (163.9) $ 25 $ 1998 $ - $ 384
Cash flows from investing activities:
Purchases of property, plant and equipment ................ — (28.7) (1.8) (51.3) —_— (81.8)
Deposits utilized for purchases of property, plant and
EQUIPIMENT o .o oo v e e — 6.4 — — — 6.4
Purchases of held-to-maturity securities ................... — (40.8) — — —_ (40.8)
Purchases of available-for-sale securities .................. — (261.9) — —_ — (261.9)
Proceeds from sales of held-to-maturity securities ........... — 8.8 —_ — — 8.8
Proceeds from sales of available-for-sale securities .......... — 214.3 — — — 2143
Proceeds from sales of property, plant and equipment ...... .. — 42 — 0.2 —_ 44
Other . o e — — — — — —
Net cash used in investing activities .................. — 97.7) (1.8) (51.1) — (150.6)
Cash flows from financing activities:
Intercompany 10ans .. ...........vvivei i — (391.1) — 391.1 — —
Intercompany loan repayments .................. ... — 411.4 — 411.4) — —
Proceeds from debt issuance, net of discount . .............. — 905.5 — — — 905.5
Proceeds from issuance of common stock under the employee
stock purchaseplan ......... ... ... .o — 1.9 — — — 1.9
Proceeds from exercise of stock options and warrants ........ — 5.9 — — — 59
Dividends to minority shareholder of consolidated subsidiary . . — — — 4.2) — 4.2)
Proceeds from issuance of common stock. net of issuance
COSES ottt e — 228.2 — — — 228.2
Payment of capital lease obligation ....................... — (6.0) — 0.2) — 6.2)
Payment of debt issuancecosts ....... ... ... .. .0 — (11.0) — — — {11.0)
Repayment of longtermdebt ......................... ... — (1,080.5) — 8.2) — (1,088.7)
Equity injections from Parent .. .. ...... ... ... oL — 75 — — — 15
Subsidiary declared dividend ... . ... . ... o — 86.0 ©.7) (92.8) — (71.5)
Net cash provided by (used in) financing activities . ...... — 157.8 0.7 (125.7) — 314
Effect of exchange rate changes on cash and cash equivalents ... ... — — — 0.hH — 0.1
Net increase (decrease) in cash and cash equivalents ............. — (103.8) 0.0 229 — (80.9)
Cash and cash equivalents, beginning of period ................. — 1189 — 67.7 — 186.6
Cash and cash equivalents,end of period ...................... 3 — § 151 $ 00 $ 906 5 — $ 1057
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Issuers
ON Semi- Non-
conductor Guarantor  Guarantor

Corporation (2) SCILLC (1) Subsidiaries Subsidiaries Eliminations Total

For the year ended December 31, 2003

Revenues .................... i $ — $480.2 $929 $1,407.7 $(911.7)  $1,069.1
CoStOf TEVENUES . .o v v vt e e iiiee e — 455.5 44 4 1,187.0 918.5) 768.4
Grossprofit ................... ... ..., — 247 48.5 220.7 6.8 300.7
Research and development .................. — 25.1 13.6 46.8 — 85.5
Selling and marketing . ..................... — 34.9 0.5 27.6 — 63.0
General and administrative .................. — 24.9 0.2 44.1 — 69.2
Amortization of goodwill and other intangibles . . — — 5.9 — — 59
Restructuring, asset impairments and other, net .. — 11.3 39.9 10.0 — 61.2
Total operating expenses .................... — 96.2 60.1 128.5 — 284.8
Operating income (10s8) ...............o.... — (71.5) (11.6) 92.2 6.8 15.9
Interest expense, Net .. ..........coviiunnnnin — (100.3) (19.0) (29.8) — (149.1)
Realized and unrealized foreign currency gains

(LOSSES) © vttt e e — 10.0 —_ (5.4) — 4.6
Loss on debt prepayment . ................... — 1.7) — — — 7.7)
Equityinearnings .............. ... ..o .. (166.7) 24.8 4.8 (1.0) 138.1 —
Income (loss) before income taxes, minority

interests and cumulative effect of accounting

change ........ ... ... i, (166.7) (144.7) (25.8) 56.0 144.9 (136.3)
Income tax provision ............. ... ... ... — 6.5) — (1.2) — a7
Minority interests . ..., — — — — (1.2) (1.2)
Income (loss) before cumulative effect of

accounting change ....................... (166.7) (151.2) (25.8) 54.8 143.7 (145.2)
Cumulative effect of accounting change ........ — (20.0) — (1.5) — (21.5)
Net income (10SS) . ... vvveveriiir e $(166.7) $(171.2) $(25.8) $ 533 $143.7 $ (166.7)

Net cash provided by (used in) operating
ACHVIEES oot ee et et e $ — $ (69.0) $ 66 $ 108.1 $ — $ 457

Cash flows from investing activities:
Purchases of property, plant and

EQUIPITIENE . ..\ i —_ 21.6) (6.6) (31.6) — (59.8)
Funds deposited for purchases of property,
plantand equipment . ................. — (6.8) — — — (6.8)
Proceeds from sales of property, plant and
eqUIPMENt . ...\t — — — 13.2 — 13.2
Other ... ..o — (1.8) — — — (1.8)
Net cash used in investing activities ... —_ (30.2) (6.6) (18.4) — (55.2)
Cash flows from financing activities:
Intercompany loans .................... — (301.8) —_ 301.8 — —
Intercompany loan repayments ........... — 442.0 — (442.0) — —
Proceeds from debt issuance, net of
discount ....... ... oo — 290.4 — 48.0 — 338.4
Proceeds from issuance of common stock
under the employee stock purchase plan . . — 1.2 — — — 1.2
Proceeds from exercise of stock options and
WAITANES . ot v e vtee e e ennnnns — 5.6 — — — 5.6
Proceeds from issuance of common stock,
net of issuance costs . ................. — 157.2 — — — 157.2
Payment of capital lease obligations ....... —_ 0.2) — — 0.2)
Payment of debt issuance costs ........... —_ (15.3) — — — (15.3)
Repayment of long termdebt . ............ — (482.5) — — — (482.5)
Net cash provided by (used in)
financing activities ............... — 96.6 — (92.2) — 44
Effect of exchange rate changes on cash and cash
equivalents ......... ... .. e — — — 1.3 — 1.3
Net decrease in cash and cash equivalents . ... . .. — 2.6) — (1.2) — 3.8)
Cash and cash equivalents, beginning of period .. — 121.5 — 68.9 — 190.4
Cash and cash equivalents, end of period ....... $ — $1189 $ — $ 617 $ — $ 186.6
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Issuers
ON Semi- Non-
conductor Guarantor  Guarantor

Corporation (2) SCILLC (1) Subsidiaries Subsidiaries Eliminations Total

For the year ended December 31, 2002

REVENMUES ..ttt ttttee it e e ae e 38 — $ 5345 $720 $1,3264 $(839.2)  $1,093.7
CostOf FeVENUES . ...t — 4709 55.1 1,099.6 (830.2) 795.4
Gross profit . ....ovoiein e — 63.6 169 226.8 9.0) 298.3
Research and development ......................... — 36.0 13.6 31.9 — 81.5
Selling and marketing .................. ... ... ... — 32.1 1.6 275 — 61.2
General and administrative ......................... — 43.8 (0.6) 46.0 — 89.2
Amortization of goodwill and other intangibles ......... — — 11.9 — — 11.9
Restructuring, asset impairments and other,net ......... — 257 (L.1) 3.1 — 277
Total operatingexpenses ....................oouan. — 137.6 25.4 108.5 — 2715
Operating income (loss) . ... — (74.0) 8.5) 118.3 (9.0) 26.8
Interest Xpense, Net . .. ..o v —_ (89.6) (18.9) (41.6) — (150.1)
Realized and unrealized foreign currency gains (losses) . . . — 3.4) — 36 — 0.2
Loss on debt prepaymentandother ................... — (46.9) — 40.4 — (6.5)
Equityearnings ............ ...t (141.9) 72.1 4.5 4.8 60.5 —
Income (loss) before income taxes and minority
INTETESES .« i (141.9) (141.8) (229 125.5 51.5 (129.6)
Income tax provision ... — (4.6) — 4.9) — 9.5)
MInority interests . .. .. vve e e - — — — (2.8) 2.8)
Netincome (Joss) ..ot e £(141.9) $(146.4) $(22.9) $ 1206 $ 487 $(1419)
Net cash provided by (used in) operating activities . . . . . .. 38 — $(187.9) $ 04 $ 2389 $ S50 $ 464
Cash flows from investing activities:
Purchases of property, plant and equipment ........ — 6.7) (0.5) (33.3) — (40.5)
Equity injections from Parent ................... — 0.5) — — 0.5 —
Proceeds from sales of property, plant and
eqUIPMENt . . ... — 2.3 — 2.2 — 4.5
Net cash provided by (used in) investing
ACHVILIES ..o — 4.9 0.5) (31.1) 0.5 36.0)
Cash flows from financing activities:
Intercompany loans ................ ... ... .... — (233.0) —_— 233.0 — —
Intercompany loan repayments .................. — 429.4 — (429.4) — —
Proceeds from debt issuance, net of discount ....... -— 290.7 —_ — — 290.7
Proceeds from issuance of common stock under the
employee stock purchaseplan ................. — 14 — — — 1.4
Proceeds from exercise of stock options and
WAaITANLS ..ottt et i — 1.2 — — — 1.2
Dividends paid to affiliate ...................... — — — (5.0) 5.0 —
Payments on capital lease obligation .............. — (1D — — — D
Payment of debt issuance costs .................. — 12.1) — — — (12.)
Equity injections from Parent ................... — — — 0.5 0.5) —
Repayment of long termdebt . ................... — (287.1) — — — (287.1)
Net cash provided by (used in) financing
activities .. ... ... — 189.4 — (200.9) 4.5 (1.0
Effect of exchange rate changes on cash and cash
equivalents . .......... ... ..o oo — — — 1.0 — 1.0
Net increase (decrease) in cash and cash equivalents ... .. — 3.4) 0.1 7.9 — 44
Cash and cash equivalents, beginning of period ......... — 124.9 0.1 61.0 — 186.0
Cash and cash equivalents, end of period .............. $ — $ 1215 $ — $ 689 $ — % 1904

(1) For purposes of this presentation, the Senior Subordinated Notes, Second-Lien Notes and First-Lien Notes have been reflected in the
condensed balance sheets of both the Company and SCI LLC with the appropriate offset reflected in the eliminations column. Interest
expense and debt discount amortization has been allocated to SCI LLC only. For purposes of the zero coupon convertible senior
subordinated notes, SCI LLC is a guarantor but not an issuer.

(2) The Company is a holding company and has no operations apart from those of its operating subsidiaries. Additionally, the Company does
not maintain a bank account; rather, SCI LLC, its primary operating subsidiary, processes all of its cash receipts and disbursements on its
behalf.
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Note 8: Income Taxes

Geographic sources of loss before income taxes, minority interests and cumulative effect of accounting
change are as follows (in millions):

Year ended December 31,

2004 2003 2002
United States ...t $(245.8) $(190.0) $(233.2)
Foreign ... ... 132.8 53.7 103.6

$(113.0) $(136.3) $(129.6)

The provision for income taxes is as follows (in millions):

Year ended December 31,
2004 2003 2002

Current
Federal . . oot $03 $ — $—
Stateandlocal ................. e — 0.1 0.1
Foreign ... ... . 3.6 71 30
39 10 31
Deferred
Federal . ... e e — — —
Stateand local .. ... . — — —
FOTeign ... e 35 07 64
35 07 64
$7.4 7.7 9.5

A reconciliation of the U.S. federal statutory income tax rate to the Company’s effective income tax rate is
as follows:

Year ended December 31,
2004 2003 2002

U.S. federal statitory rate . .. .. ..o iiti it e e 35.0% 35.0% 35.0%

Increase (decrease) resulting from:
State and local taxes, net of federal tax benefit .................... 0.2 8.8 9.0
Foreign withholding taxes ............ .. ... . 0., 0.1) 0.5) (1.3)
Foreign rate differential ............ ... . ... .. ... ... ... 38.4 0.8 3638
Dividend income from foreign subsidiaries ....................... (30.4) — —
Change in valuation allowance .................coiiivinnnn..n. (48.5) (53.1) (91.0)
Other . oo (1.1) 34 4.2

65)% (5.6)% (1.3)%
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Deferred tax assets as of December 31, 2004 and December 31, 2003 are as follows (in millions):

Year ended December 31,

2004 2003

Net operating loss and tax credit carryforwards ............. $ 4168 $ 3489
Tax-deductible goodwill ........ ... .. ... . ... ... ... ... 195.6 220.7
Reservesand accruals . ........... ... ... ... .. ... ..., 13.5 23.0
Property, plantand equipment ............ ... ... ... ... .. 38.2 26.0
Inventories .. ... . 21.2 13.7
Other . ... o 9.8 7.9

Gross deferred tax assets ................ccvvirnn. ... $ 695.1 $ 640.2

Valuation allowance ............................... (694.6) (636.2)
Netdeferredtax asset .............oo i enann.n. $ 05 $ 40

A valuation allowance has been recorded against the Company’s deferred tax assets, with the exception of
deferred tax assets at certain foreign subsidiaries, as management cannot conclude that it is more likely than not
that these assets will be realized.

As of December 31, 2004, the Company’s federal, state, and foreign net operating loss carryforwards were
$1,046.5 million, $1,113.2 million, and $20.9 million, respectively. If not utilized, these net operating losses will
expire in varying amounts from 2006 through 2025. The Company’s ability to utilize its federal net operating
loss carryforwards may be limited in the future if the Company experiences an ownership change as defined by
the Internal Revenue Code.

The calculation of tax liabilities involves dealing with uncertainties in the application of complex global tax
regulations. The Company recognizes potential liabilities for anticipated tax audit issues in the U.S. and other tax
Jjurisdictions based on its estimate of whether, and the extent to which, additional taxes will be due. If payment of
these amounts ultimately proves to be unnecessary, the reversal of the liabilities would result in tax benefits
being recognized in the period when the Company determines the liabilities are no longer necessary.
Accordingly, during the fourth quarter of 2004, the Company recorded a benefit for the reversal of previously
accrued income taxes of $11.2 million. Additionally, during the fourth quarter of 2004, the Company determined
that certain foreign tax receivables may not be realized. A reserve was established against these receivables in the
amount of $9.9 million, creating additional tax expense for 2004. These foreign income tax receivables are
included in other assets and total $6.9 million, net of the reserve at December 31, 2004.

Income taxes have not been provided on the undistributed earnings of certain foreign subsidiaries
(approximately $205.8 million at December 31, 2004) over which the Company has sufficient influence to
control the distribution of such earnings and has determined that such earnings have been reinvested indefinitely.
These earnings could become subject to federal income tax if they are remitted as dividends, if foreign earnings
are loaned to any of the Company’s domestic subsidiaries, or if the Company sells its investment in such
subsidiaries. The Company estimates that repatriation of these foreign earnings would generate additional foreign
withholding taxes of $18.1 million. The Company does not intend to utilize the one-time favorable foreign
dividend provision recently enacted as part of the American Jobs Creation Act of 2004.

Note 9: Redeemable Preferred Stock

The Company has 100,000 authorized shares of preferred stock. On September 7, 2001, the Company issued
10,000 shares of its Series A Cumulative Convertible Preferred Stock (“the preferred stock™) with a stated value
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of $100.0 million to an affiliate of TPG. Net proceeds from the sale after deducting issuance costs were
approximately $99.2 million. As of the issuance date, the preferred stock was convertible into 35,460,993 shares
of the Company’s common stock at a price of $2.82 per share (subject to specified anti-dilution provisions) and
is redeemable at the holder’s option any time after September 7, 2009. The preferred stock has a cumulative
dividend payable quarterly in cash, at the rate of 8.0% per annum (or, if greater during the relevant quarterly
period, in an amount equal to the value of the dividends that would be paid on the common stock then issuable
upon conversion of the preferred stock), compounded to the extent not paid, and subject to restrictions under the
Company’s senior bank facilities and other documents relating to the Company’s indebtedness. There were $9.9
million, $9.2 million and $8.5 million of preferred stock dividends that accrued during the years ended December
31, 2004, 2003 and 2002, respectively.

At any time after September 7, 2009, the holders may require that the Company redeem their shares at a
redemption price equal to the greater of (i) the stated value of the preferred stock plus all accrued and unpaid
dividends thereon or (ii) 20% of the then current market price of the common stock (based upon the average
closing price of the common stock over the preceding 30 trading days) and other assets and property, if any, into
which one share of preferred stock is then convertible. The percentage in clause (ii) above was 50% until June
15, 2004, when the certificate of designations of the Series A preferred stock was amended to change the
percentage from 50% to 20%. Upon a change of control, the holders of the preferred stock may “put” their shares
to the Company at 101% of the stated value plus accumulated and unpaid dividends. The holders of the preferred
stock were also granted registration rights in respect of the common stock underlying the preferred stock.

The Company is required to accrete the value of the preferred stock to its redemption vatue and records such
accretion using a straight-line method over the remaining period until the earliest available redemption date of
September 7, 2009. Such accretion, which is influenced by changes in the market price of the Company’s
common stock, adjusts net income applicable to common stock. Based on the market prices of the Company’s
common stock, the Company recorded net accretion charges of $1.5 million, $0.5 million, and $0 for the years
ended December 31, 2004, 2003 and 2002, respectively. Due to a decline in the Company’s stock price and the
change in the applicable percentage from 50% to 20% on June 15, 2004, the previously recognized accretion
charges shall be reversed over the remaining period, by the straight-line method, until the earliest available
redemption date of September 7, 2009, unless future increases to the Company’s stock price prompt further
accretion. Accordingly, $0.3 million of previously recognized accretion charges were reversed during the year
ended December 31, 2004, and are inciuded in the net accretion charges of $1.5 million for 2004. Based on the
average closing price of the Company’s common stock over the last 30 trading days preceding December 31,
2004 of $4.215, the redemption value of the preferred stock would have been $130.0 million.

The holder’s right to require the Company to redeem the preferred stock is subject to, and expressly
conditioned upon, limitations under the Company’s various debt agreements. The holders of the preferred stock
are entitled to vote with the holders of the Company’s common stock as a single class. As of the issuance date,
each share of preferred stock was entitled to approximately 3,135 votes, subject to certain adjustments for
accumulated dividends and those made in accordance with anti-dilution provisions contained in the underlying
agreements.

Note 10: Common Stock

On May 3, 2000, the Company completed the initial public offering of its common stock, selling 34.5
million shares with an issue price of $16 per share. Net proceeds from the IPO (after deducting issuance costs)
were approximately $514.8 million. The net proceeds were used to redeem all of the preferred stock then
outstanding (including accrued dividends), redeem a portion of the 12% Senior Subordinated Notes due in 2009
and prepay a portion of the loans outstanding under the senior bank facilities.
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On September 23, 2003, the Company completed a public offering (the “September 2003 Equity Offering”)
of common stock registered pursuant to its shelf registration statement originally filed with the Securities and
Exchange Commission on April 24, 2002 (as amended on March 14, 2003). In connection with this offering, the
Company issued approximately 37.0 million shares (including approximately 2.2 million shares issued in
connection with the underwriters’ exercise of their option to cover over-allotments) at a price of $4.50 per share.
The net proceeds of the offering were $156.8 million after deducting the underwriters’ discount of $8.2 million
{$0.225 per share) and -offering expenses of $1.4 million. After further evaluation, the Company reversed the
accrual for unpaid fees of $0.4 million in 2004, which resulted in net proceeds of $157.2 million. The Company
used the net proceeds to prepay $152.7 million of its senior bank facilities and to pay $3.8 million of costs
associated with the amendment to its senior bank facilities as described in Note 7: “Long-Term Debt”. In
connection with this prepayment, the Company wrote off $2.5 million of debt issuance costs.

On February 9, 2004, the Company and its principal stockholder, Texas Pacific Group, completed a public
offering (the “February 2004 Equity Offering”) of common stock registered pursuant to a shelf registration
statement originally filed with the Securities and Exchange Commission on January 2, 2004. In connection with
this offering, the Company issued approximately 34.4 million shares (including approximately 0.4 million shares
issued in connection with the-underwriters’ exercise of their option to cover over-allotments) at a price of $6.98
per share. The net proceeds from this offering received by the Company were $227.7 million after deducting the
underwriting discount of $10.8 million ($0.3141 per share) and estimated offering expenses of $2.4 million
(including $0.2 million that were unpaid as of December 31, 2004 and $0.3 million of bank amendment fees that
were paid as of December 31, 2004). The Company did not receive any of the proceeds from the sale of shares by
the selling stockholder. The Company used the net proceeds to redeem $70.0 million outstanding principal
amount of the first-lien senior secured notes and $105 million outstanding principal amount of the second-lien
senior secured notes, in each case on March 10, 2004 at a redemption price of 112.0% of the principal amount of
the notes to be redeemed, together with accrued interest to the redemption date. The Company used the
remaining net proceeds for general corporate purposes. In connection with this redemption, the Company wrote
off $12.0 million of debt issuance costs. In connection with the February 2004 Equity Offering, the Company
obtained an amendment and waiver under the credit agreement relating to its senior bank facilities as described in
Note 7: “Long-Term Debt”.
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Loss per share calculations for 2004, 2003 and 2002 are as follows (in millions, except per share data):

2004 2003 2002
Net loss before cumulative effect of accounting change ........... $(123.7) $(145.2) $(141.9)
Less: Accretion to redemption value of convertible redeemable
preferred stock . ... ... (1.5) 0.5) —
Less: Convertible redeemable preferred stock dividends .......... (9.9) 9.2) (8.5)
Net loss applicable to common stock before cumulative effect of
accounting change ......... ...t (135.1) (1549) (150.4)
Cumulative effect of accounting change ....................... — (21.5) —
Net loss applicable to common stock .. ....... ... ... ... ...... $(135.1) $(176.4) $(150.4)
Basic weighted average common shares outstanding . ............ 247.8 1874 175.6
Add: Incremental shares for :
Dilutive effect of stockoptions ............ ... ... ... .... — — —
Convertible redeemable preferred stock ................... —_ — —
Zero coupon convertible senior subordinated notes ... ........ — — —
Diluted weighted average common shares outstanding ............ 247.8 187.4 175.6
Loss per share
Basic:
Net loss applicable to common stock before cumulative effect of
accounting Change . ..........uureirinneeinennnneeennn.. $ (0.55) $ (0.83) $ (0.86)
Cumulative effect of accountingchange ....................... — (0.11) —
Net loss applicable to common stock .. ..., $ (0.55) $ (0.94) $ (0.86)
Diluted:
Net loss applicable to common stock before cumulative effect of
accountingchange ............. ... .. $ (0.55) $ (0.83) $ (0.86)
Cumulative effect of accounting change ....................... — (0.11) —
Net loss applicable to common stock . ............oovvvi... $ (0.55) $ (094) $ (0.86)

Basic loss per share is computed by dividing net loss, adjusted for the accretion to redemption value and
dividends related to the Company’s redeemable preferred stock, by the weighted average number of common
shares outstanding during the period. In periods in which the Company generates income, the two-class method
is used to calculate basic earnings per share whereby net income, adjusted for the accretion to redemption value
and dividends related to the Company’s redeemable preferred stock, is allocated on a pro-rata basis between
common and preferred stockholders, as required by Emerging Issues Task Force (“EITF”) Issue 03-6, due to the
preferred stockholders’ right to participate in dividends declared on the Company’s common stock. The
retroactive adoption of Issue 03-6 in 2004 did not impact prior periods due to net losses in those periods.

Diluted loss per share generally would assume the conversion of the convertible redeemable preferred stock
into common stock if dilutive and also incorporates the incremental impact of shares issuable upon the assumed
exercise of stock options, however, since basic earnings per share under the two-class method is lowered due to
the allocation of undistributed earnings to preferred stockholders, the impact to diluted earnings per share of the
assumed conversicn of the convertible redeemable preferred stock into common stock will generally be anti-
dilutive, and therefore would be excluded from the calculation of diluted earnings per share.
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The number of incremental shares from the assumed exercise of stock options is calculated by applying the
treasury stock method. For 2004, 2003 and 2002 the effect of stock option shares were not included as the related
impact would have been anti-dilutive as the Company generated a net loss in those periods. Had the Company
generated net income during the years ended December 31, 2004, 2003 and 2002, the assumed exercise of stock
options would have resulted in additional incremental shares of diluted weighted average common shares
outstanding as follows:

Year Ended December 31,
2004 2003 2002

Exercise price below average market price
Incremental shares from the assumed exercise of stock options . . .. 8.4 5.5 35

Common shares relating to the employee stock options where the exercise price exceeded the average
market price of the Company’s common shares during these periods were also excluded from the diluted
earnings per share calculation. The excluded options were as follows (in millions):

Year Ended December 31,
2004 2003 2002

Exercise price exceeds average market price
Weighted average common shares represented by the assumed
exercise of Stock OptonS . ... .ot e 103 112 133

In determining diluted earnings per share for the years ended December 31, 2004, 2003 and 2002, the
assumed conversion of 43.8 million, 40.6 million and 37.5 million shares, respectively of the redeemable
preferred stock were also excluded as the related impacts would have been anti-dilutive.

For the year ended December 31, 2004, the assumed conversion of the zero coupon convertible senior
subordinated notes into 26.5 million shares was also excluded in determining diluted earnings per share as the
conversion would have been anti-dilutive. See Note 3: “Significant Accounting Policies” for further discussion
on the future impact of this convertible debt instrument on the Company’s earnings per share calculation.

Note 11:  Stock Options

The Company adopted the ON Semiconductor 1999 Founders Stock Option Plan (“the 1999 Plan™), which is
an incentive plan for key employees, directors and consultants. A total of 11.6 million shares of the Company’s
common stock have been reserved for issuance under the 1999 Plan. The 1999 Plan is administered by the Board
of Directors or a committee thereof, which is authorized to, among other things, select the key employees,
directors and consultants who will receive grants and determine the exercise prices and vesting schedules of the
options. Prior to the existence of a public market for the Company’s common stock, the Board of Directors
determined fair market value.

On February 17, 2000, the Company adopted the 2000 Stock Incentive Plan (“the 2000 Plan”) which
provides key employees, directors and consultants with various equity-based incentives as described in the plan
document. The 2000 Plan is administered by the Board of Directors or a committee thereof, which is authorized
to determine, among other things, the key employees, directors or consultants who will receive awards under the
plan, the amount and type of award, exercise prices or performance criteria, if applicable, and vesting schedules.
Through December 31, 2004, stockholders have approved amendments to the 2000 Plan which have increased
the number of shares of the Company’s common stock reserved and available for grant to 30.5 million, plus an
additional number of shares of the Company’s common stock equal to 3% of the total number of outstanding
shares of common stock effective automatically on January Ist of each year beginning January 1, 2005 and
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ending after January 1, 2010. The 2000 Plan has also been amended to increase the maximum number of options
granted to any one participant during a fiscal year from 1.0 million shares to 2.5 million, and to allow the Board
of Directors to adopt a program of exchanging underwater options for newly issued options.

Generally, the options granted under both plans vest over a period of four years. Under the 1999 Plan, all
outstanding options and under the 2000 Plan certain outstanding options vest automatically upon a change of
control, as defined, provided the option holder is employed by the Company on the date of the change in control.
Under the 2000 Plan, certain other outstanding options vest upon a change of control if the Board of Directors of
the Company, at its discretion, provides for acceleration of the vesting of said options. Upon the termination of
an option holder’s employment, all unvested options will immediately terminate and vested options wili
generally remain exercisable for a period of 90 days after date of termination (one year in the case of death or
disability), unless otherwise specified in an option holder’s employment or stock option agreement.

There was an aggregate of 9.8 million, 10.4 million and 6.3 million shares of common stock available for
grant under the 1999 Plan and the 2000 Plan at December 31, 2004, 2003 and 2002, respectively.

Additional information with respect to the activity of the Company’s stock option plans is as follows (in
millions, except per share data):

2004 2003 2002

Weighted- Weighted- Weighted-

Average Average Average

Number of  Exercise  Number of Exercise Numberof Exercise
Shares Price Shares Price Shares Price
Qutstanding at beginning of year . .. ...... 234 $4.11 22.4 $4.63 18.7 $5.91
Grants . ... ... 7.4 6.45 6.0 2.17 9.0 3.12
Exercises ....................... 2.6) 2.32 (1.9 1.79 (0.8) 1.50
Cancellations .................... Qﬁ) 5.63 3.1 5.60 @) 7.47
Qutstanding atendof year .............. 25.8 $4.82 23.4 $4.11 224 $4.63
Exercisable atend of year .............. 11.5 $5.11 10.5 $5.04 8.8 $4.90

Weighted average fair value of options

granted during the period ............. $3.88 $1.50 $1.91

The following tables summarize options outstanding and options exercisable at December 31, 2004:

Outstanding Options
Weighted
Average Weighted
Number Remaining Average
Shares Contractual Exercise
(in millions) Life (in years) Price
Range of Exercise Prices
SL03-81.50 ... . 7.1 6.6 $1.37
$1.65-82.71 .. 1.9 7.9 1.91
$3.06-84.99 ... e 5.7 7.5 3.60
$5.12-87.00 ... e 4.0 7.4 5.96
$7.02-89.03 ... 5.3 9.0 7.15
$10.88-321.38 ... e 1.8 5.4 15.92

Totals ... e 25.8
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Exercisable Options

Weighted
Average Weighted
Number Remaining Average
Shares Contractual Exercise
(in millions) Life (in years) Price
Range of Exercise Prices
$1.03-81.50 . oo 42 56 $ 1.44
$1.65-82. 71 . . 09 7.9 1.90
$3.06-834.99 . .. 2.5 7.0 3.59
$5.12-87.00 . ..t e 1.8 6.5 6.05
$7.02-89.03 . ... 04 6.8 8.44
$10.88-321.38 ... oo 17 54 15.90

Totals ... 11.5

These options will expire if not exercised by specific dates through December 2014.

In 2002, the Company recorded charges totaling $4.1 million related to the modification of option terms for
employees terminated under various restructuring programs as well as the separation of an executive officer.
These charges are included in restructuring, asset impairments and other, net in the consolidated statement of
operations with an offsetting credit to additional paid-in capital. In 2002, the Company also recorded $0.4 million
of compensation expense related to stock options issued to consultants and other stock option modifications to
certain employees. In 2003 and 2004 the Company recorded $0.1 and $0.2 million, respectively related to stock
option modifications of certain employees.

In 2001, the Company issued warrants to purchase 1,250,000 shares of common stock to consultants for
services rendered during 2001. These warrants, which have an exercise price of $1.90 per share, were recorded at
their estimated fair value of $1.3 million as a charge to general and administrative expense with an offsetting
credit to additional paid-in capital. These warrants vested at the date of grant and were exercised during 2003.

On February 17, 2000, the Company adopted the 2000 Employee Stock Purchase Plan. Subject to local legal
requirements, each of the Company’s eligible employees has the right to elect to have up to 10% of their payroll
applied towards the purchase of shares of the Company’s common stock at a price equal to 85% of the fair
market value of such shares as determined under the plan. Employees will be limited to annual purchases of
$25,000 under this plan. In addition, during each quarterly offering period, employees may not purchase stock
exceeding the lesser of (i) 500 shares, or (ii) the number of shares equal to $6,250 divided by the fair market
value of the stock on the first day of the offering period. During 2004, 2003 and 2002, employees purchased
approximately 0.5 million, 0.7 million and 1.0 million shares under the plan. Through December 31, 2004,
shareholders have approved amendments to the 2000 Employee Stock Purchase Plan which have increased the
number of shares of the Company’s common stock issuable thereunder to 8.5 million shares. As of December 31,
2004, there were 4.0 million shares available for issuance under the Employee Stock Purchase Plan.

Note 12: Employee Benefit Plans
Defined Benefit Plans

Benefits under all of the Company’s plans are valued utilizing the projected unit credit cost method. The
Company’s policy is to fund its defined benefit plans in accordance with the requirements and regulations of the
Internal Revenue Code. The Company expects to contribute $23.7 million in 2005. As discussed below, the 2005
funding is primarily driven by the funding requirements of the Company’s domestic pension plan and based on
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its current assessment of the economic environment and projected benefit payments of its foreign subsidiaries.
The domestic pension plan is in the process of termination and the Company has sought the approval to terminate
the domestic pension plan from the Pension Benefit Guaranty Corporation, and anticipates receiving approval to
terminate this plan in 2005. The Company’s measurement date for determining its defined benefit obligations for
all plans is December 31 of each year.

In connection with the recapitalization, the Company established the ON Semiconductor Pension Plan (the
“Plan”) that, after one year of service, covered most U.S. employees who were also formerly employees of
Motorola. The Plan’s benefit formula was dependent upon each employee’s earnings and years of service. In
November 1999, the Plan was amended so that benefit accruals under the Plan were discontinued effective
December 31, 2004 for those employees whose combined age and years of service (in complete years) equaled or
exceeded 65 at August 4, 1999 (the “Grandfathered Employees™). Benefit accruals under the plan for all other
U.S. employees were discontinued effective December 31, 2000. Effective April 15, 2001, the Company
terminated the Plan in a standard termination and substantially all accrued benefits were distributed to
participants by December 31, 2001. In 2000, the ON Semiconductor Grandfathered Pension Plan (the
“Grandfathered Plan”) was established and the assets and accumulated benefits related to the Grandfathered
Employees were transferred to the Grandfathered Plan. Upon termination or retirement, employees may elect to
receive their benefits in the form of either an annuity contract or a lump-sum distribution.

The assets of the Company’s Grandfathered Plan was invested in short-term fixed income securities at
December 31, 2004 and 2003. As of December 31, 2004 and 2003, respectively, the assets of the Company’s
foreign plans were invested in 39% and 35% equity securities, 48% and 51% debt securities and 13% and 14% in
other investments, which included investment contracts and other short-term investments. This asset allocation is
based on the anticipated required funding amounts, timing of benefit payments, historical returns on similar
assets and the current economic environment.

In regards to the Grandfathered Plan, the Company reevaluated its current assumptions in light of the actual
returns experienced, current annuity rates and the expected discontinuation of benefits as of December 31, 2004
with the subsequent payment of benefits in 2005. The discount rate used to determine the pension obligation at
December 31, 2002 and to determine future expense was lowered to 5.0% at December 31, 2002 from 7.4% at
December 31, 2001. The discount rates of 5.16% and 4.86% were used to determine the pension obligation at
December 31, 2003 and 2004, respectively; and are equal to the rates used to calculate the benefit payments
expected to occur in those years.

In addition, the expected return on plan assets used to determine future expense was lowered to 2.5%,
reflecting the Company’s change in investment policy regarding the assets of the Grandfathered Plan. Upon the
termination of the Grandfathered Plan, the Company is obligated to ensure that the Grandfathered Plan has assets
sufficient to pay accrued benefits.

Certain of the Company’s foreign subsidiaries provide retirement plans for substantially all of their
employees. Such plans conform to local practice in terms of providing minimum benefits mandated by law,
collective agreements or customary practice. The assumed rate of return on plan assets for these plans for 2005 is
3.47%. The Company’s expected long-term rate of return on plan assets is updated at least annually, taking into
consideration our asset allocation, historical returns on similar types of assets and the current economic
environment. For estimation purposes, we assume our long-term asset mix will generally be consistent with the
current mix.

As described in Note 4 “Accounting Changes,” effective January 1, 2003, the Company changed its method
of accounting for unrecognized net actuarial gains or losses relating to its defined benefit pension obligations.
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Historically, the Company amortized its net unrecognized actuarial gains or losses over the average remaining
service lives of active plan participants, to the extent that such net gains or losses exceeded the greater of 10% of
the related projected benefit obligation or plan assets. The Company no longer defers actuarial gains or losses but
recognizes such gains and losses during the fourth quarter of each year, which is the period the Company’s
annual pension plan actuarial valuations are prepared. Management believes that this change is to a preferable
accounting method as actuarial gains or losses will be recognized currently in income rather than being deferred.

The following is a summary of the status of the Company’s various pension plans and the net periodic
pension cost (dollars in millions):

Year Ended December 31,
2004 2003 2002
Us. Foreign u.s. Foreign U.S. Foreign
Pension Pension Pension Pension Pension Pension
Plans Plans Total Plans Plans Total Plans Plans Total
Servicecost ...l $15 $09 $24 $17 $13 $30 $18 $13 §$ 31
Interestcost .................. 2.0 0.9 2.9 24 0.9 33 3.0 0.8 3.8
Expected return on plan assets ... 0.5) 0.2) (0.7) (0.5 03 (08 (1.2) 0.3 (1.5
Amortization of prior service
COSL vt e 0.1 0.3 04 0.1 0.3 04 0.1 0.3 04
Settlement losses . ............. — — — — —_ — 04 — 04
Curtailment gain .............. 0.7 (0.6) 0.1 — — — — 0.3 (0.3)
Cumulative effect of accounting
change .................... — — 200 1.5 215 — — —
Other losses (gains) ............ 2.5 04) 21 (0.9 — (0.9 4.9 — 49
Total net periodic pensioncost ... $ 63 $09 $72 $228 $37 $2635 $90 $18 3108
Weighted average assumptions
Discountrate ............. 486% 4.32% 5.16% 4.29% 740% 5.08%
Expected return on plan
assets ... ..., 2.50% 3.47% 2.50% 5.73% 8.50% 3.17%
Rate of compensation
increase ............... 3.00% 3.18% 3.00% 3.17% 3.00% 3.77%
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December 31,

2004 2003
u.s. Foreign U.s. Foreign
Pension Pension Pension Pension

Plans Plans Total Plans Plans Total

Change in projected benefit obligation
Projected benefit obligation at the beginning of the

VAL « ottt e e $395 $226 $621 $468 $193 $66.1
ServiCE COSt ..t i it e e 1.5 0.9 2.4 1.7 1.3 3.0
Interest COSt .. ..o 2.0 0.9 29 24 0.9 33
Net actuarial (gain)orloss ...................... 2.3 0.1) 2.2 (1.1) 0.1 (1.2)
Cutailment gain ......... .. ... ... ... .. ... ..... — (0.6) 0.6) — —_ —
Benefitspaid ........... ... . i, (5.5 (04 (59 ((103) (0.5 108
Translation 1088 ........ ..ot — 0.4 04 — 1.7 1.7
Projected benefit obligation at the end of the year ... $39.8 $237 $635 $395 $226 §$62.1

Accumulated benefit obligation at the end of the
VEAL « ottt e e $39.8 $203 $60.1 $388 $187 $575

Change in plan assets
Fair value of plan assets at the beginning of the

VOAT o ettt e $137 $ 58 $195 $172 $ 40 $212
Actual returnon planassets ..................... 0.2 0.6 0.8 04 03 07
Benefits paid from planassets ................... 5.5) 04 (5.9 (103) 0.5 (10.8)
Employer contributions ........................ 10.9 2.0 12.9 6.4 1.6 8.0
Translationgain ...............cooiiiiiiiian.. — 0.1 0.1 — 04 04
Fair value of plan assets at the end of the year ...... $193 $ 81 $274 $137 $ 58 $195

Net amount recognized
Funded status .......... ... .. ..o iiiiiinn.. $(20.5) $(15.6) $(36.1) $(25.8) $(16.8) $(42.6)
Unrecognized prior service cost . .. ........c....... — 1.5 L5 0.7 1.8 25
Net amount recognized ........................ $(20.5) $(14.1) $(34.6) $(25.1) $(15.0) $(40.1)
Amounts recognized in the statement of financial position
Accrued benefit liability ....................... $(20.5) $ (1.6) $(22.1) $(10.9) $ (1.5) $(12.4)
Other long-term liabilities ...................... — (125 (125) (14.2) (13.6) (27.8)
Intangible asset .. ....... ... .. o i — — —_ — 0.1 0.1
Net amount recognized ..................ccvun.. $(20.5) $(14.1) $(34.6) $(25.1) $(15.0) $(40.1)
Weighted average assumptions at the end of the year
Discountrate ...........cccininenruneneninnn. 4.86% 4.32% 516% 4.29%
Rate of compensation increase . .................. 0.0% 3.07% 3.00% 3.18%

The projected benefit obligation, accumulated benefit obligation and fair value of plan assets for the pension
plans with accumulated benefit obligations in excess of plan assets were $60.6 million, $59.0 million, and $25.3
million, respectively, as of December 31, 2004 and $59.4 million, $56.5 million, and $17.7 million, respectively
as of December 31, 2003.
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The expected benefits for the Company’s defined benefit plans by year from 2005 through 2009 and the five
years thereafter are as follows (in millions):

Expected benefit payments

2005 L e $42.3
2000 . 0.9
2007 L e 1.0
2008 . 1.2
2000 1.5
Syearsthereafter .......... ... ... e 8.5
Total . $55.4

The Company recognizes a minimum liability in its financial statements for its underfunded pension plans.
The total accrued pension liability of $34.6 million and $40.2 million at December 31, 2004 and 2003,
respectively, including additional minimum pension liability of $0.1 million at December 31, 2003, The
additional minimum liability was offset by a $0.1 million intangible asset at December 31, 2003.

Defined Contribution Plans

The Company has a deferred compensation savings plan (“the Savings Plan™) for all eligible U.S. employees
established under the provisions of Section 401(k) of the Internal Revenue Code. Eligible employees may
contribute a percentage of their salary subject to certain limitations. Effective January 1, 2000, the Company
began a matching contribution of 100% of the first 4% of employee contributions, and 50% of the next 4% of
employee contributions, as defined in the Savings Plan.

Effective March 1, 2001 the Company amended the Savings Plan to make the matching contribution
discretionary. Effective January 1, 2002, the Company reinstated a discretionary matching contribution of 100%
of the first 3% of employee contributions and, if certain financial goals are achieved, up to an additional 50% of
the next 6% of employee contributions. The Company recognized $3.9 million, $3.3 million and $4.0 million of
expense relating to matching contributions in 2004, 2003 and 2002, respectively.

Certain foreign subsidiaries have defined contribution plans in which eligible employees participate. The
Company recognized compensation expense of $0.2 million, $0.4 million and $0.4 million relating to these plans
for the years ended 2004, 2003 and 2002, respectively.

Note 13: Financial Instruments
Foreign Currencies

As a multinational business, the Company’s transactions are denominated in a variety of currencies. When
appropriate, the Company uses forward foreign currency contracts to reduce its overall exposure to the effects of
currency fluctuations on its results of operations and cash flows. The Company’s policy prohibits trading in
currencies for which there are no underlying exposures, or entering into trades for any currency to intentionally
increase the underlying exposure.

Prior to the fourth quarter of 2003, the Company’s foreign subsidiaries provided forecasts of their foreign
currency exposures. The Company then aggregated the forecasted amounts and entered into foreign currency
contracts in order to create an offset to the underlying exposures. Losses or gains on the underlying cash flows or
investments offset gains or losses on the financial instruments. Beginning in the fourth quarter of 2003, the
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Company modified its foreign exchange management program so that aggregate foreign currency exposures are
compared against bank forecasted foreign currency exchange rates for the next three months. If the forecasted
movements are unfavorable, the Company may decide to hedge all or a portion of the applicable foreign currency
exposure. The Company primarily hedges existing assets and liabilities and cash flows associated with
transactions currently on its balance sheet.

At December 31, 2004 and 2003, the Company had net outstanding foreign exchange contracts with
notional amounts of $28.4 million and $3.0 million, respectively. Such contracts were obtained through financial
institutions and were scheduled to mature within three months. Management believes that these financial
instruments should not subject the Company to increased risks from foreign exchange movements because gains
and losses on these contracts, should offset losses and gains on the assets, liabilities and transactions being
hedged. The following schedule shows the Company’s net foreign exchange positions in U.S. dollars as of
December 31, 2004 and 2003 (in millions):

December 31,
2004 2003
Buy (Sell) Buy (Sell)

Japanese YEN ... ... ..o $ (3.9 $—
BUIO o (20.0) 2.6
Taiwan Dollar .. ... ... 4.5) —
SlovakiaKoruna . ........ ... . . . . . — ﬂ
$(28.4) $3.0

The Company is exposed to credit-related losses if counterparties to its foreign exchange contracts fail to
perform their obligations. At December 31, 2004, the counterparties on the Company’s foreign exchange
contracts are three highly rated financial institutions and no credit-related losses are anticipated. Amounts
payable or receivable under the contracts are included in other current assets or accrued expenses in the
accompanying consolidated balance sheet. For 2004, 2003 and 2002, realized and unrealized foreign currency
transaction gains (losses) totaled $(4.2) million, $4.6 million and $0.2 million, respectively.

Interest Rate Agreements

At December 31, 2003, the Company had an interest rate swap with a notional amount of $100.0 million.
The interest rate swap was a floating-to-fixed rate agreement based on LIBOR with quarterly interest rate resets.
The $100.0 million swap had a fixed rate of 5.9% and expired in December 2004. During 2003, the Company
also had a $55.0 million swap with a fixed rate of 6.8% that expired in September 2003. The notional amounts
are used solely as the basis for which the payment streams are calculated and exchanged. The notional amount is
not a measure of the exposure to the Company through the use of the swaps. Amounts to be paid or received
under each contract were recorded in either other current assets or accrued expenses in the accompanying
consolidated balance sheet and as an adjustment to interest expense.

During the fourth quarter of 2004, the Company entered into a series of thirty interest rate swap agreements
with notional amounts ranging from $210.0 million to $12.5 million each. Each interest rate swap agreement is a
floating-to-fixed rate agreement based on LIBOR, and has a one-quarter duration prior to expiration. Each
quarter, two interest rate swap agreements are in force through September 2008, with separate high quality
counterparties to diversify risks. The total notional amount of the two interest rate swap agreements in force as of
December 31, 2004, was $420.0 million. The counterparties on these interest rate swap agreements are highly
rated financial institutions.
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These interest rate swap agreements are designated cash flow hedges protecting cash flows arising from the
underlying variable rate debt. The floating rate component of the swap interest rates are set in parallel with the
underlying debt ensuring effectiveness of the floating rate components of both swap and debt and interest rates
and are set on the same day at the end of each quarter. The fixed rate component of the swap agreements were
predefined at execution. The notional amounts are used as the basis for which the payment streams are calculated
and exchanged; however, the notional amount is not a measure of the exposure to the Company because future
growth in cash on the balance sheet coupled with scheduled principal payments on the debt serves as a partial
offset to interest expense increases. Thus, hedges of the original notional amount are not required to protect the
Company from risk while maintaining its targeted fixed-to-floating debt mix.

Amounts to be paid or received under each contract are recorded either in other current assets or in accrued
expenses, within the accompanying consolidated balance sheet, and as an adjustment to interest expense.

Other

At December 31, 2003, the Company had no outstanding commodity derivatives, currency swaps or options
relating to either its debt instruments or investments. The Company does not hedge the value of its equity
investments in its subsidiaries or affiliated companies.

Note 14: Fair Value of Financial Instruments
The Company uses the following methods to estimate the fair values of its financial instruments:
Cash and cash equivalents

The carrying amount approximates fair value due to the short-term maturities of such instruments.

Short-term Investments

The fair values of the Company’s short-term investments are determined by obtaining quoted market prices of
such instruments.

Long-term Debt, Including Current Portion

The fair values of the Company’s long-term borrowings are determined by obtaining quoted market prices if
available or market prices for comparable debt instruments.

Foreign Currency Exchange Contracts

Forward foreign exchange contracts are valued at current foreign exchange rates for contracts with similar
maturities.

Interest Rate Agreements

The fair values of the Company’s interest rate swaps represent the amounts at which they could be settled and are
estimated by obtaining quotes from brokers.

Series A Cumulative Convertible Redeemable Preferred Stock

The fair value of the Company’s cumulative convertible redeemable preferred stock as of December 31,
2004 and 2003 were estimated as the sum of the present value of the related future cash flows discounted at a rate
for a financial instrument with similar characteristics plus the estimated fair value of the conversion option using
the Black Scholes option-pricing model.
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The carrying amounts and fair values of the Company’s financial instruments at December 31, 2004 and
2003 are as follows (in millions):

December 31, 2004 December 31, 2003

Carrying Carrying

Amount Fair Value Amount Fair Value
Short-term investments ................ 80.0 79.9 — —
Long-term debt, including current

POTHON . ..ot (1,151.8) (1,156.9) (1,302.9) (1,426.2)

Foreign currency exchange contracts ... .. 0.1 0.1) 0.9 0.9
Interest rate agreements . ............... 0.7 0.7 (4.6) (4.6)
Series A preferred stock ............... (131.1) (218.8) (119.7) (280.8)

Note 15: Commitments and Contingencies
Leases

The following is a schedule by year of future minimum lease obligations under non-cancelable operating
leases as of December 31, 2004 (in millions):

Year ending December 31,

200 L e e $ 71
2006 .. e e e 3.6
2007 . e 1.1
2008 e e e 0.6
2000 L e e e 0.6
Thereafter . ... ... 1.0
ot .o e $14.0

The Company’s existing leases do not contain significant restrictive provisions; however, certain leases
contain renewal options and provisions for payment by the Company of real estate taxes, insurance and
maintenance costs. Total rent expense associated with operating leases for 2004, 2003 and 2002 was $9.2
million, $13.3 million and $12.3 million, respectively.

At December 31, 2004, the Company has a letter of credit totaling $2.6 million to secure obligations under a
service agreement with an information technology vendor and a letter of credit totaling $2.2 million under a
hardware and software lease with another information technology vendor. A downgrade in the Company’s debt
rating could trigger acceleration of remaining amounts due under the service agreement, a portion of which
would be satisfied by the letters of credit. The service agreement expires in 2006 and the $2.6 million letter of
credit related to the service agreement expires in 2005. The hardware and software lease expires in 2009 and the
$2.2 million letter of credit related to the lease expires in 2003, and will be renewed each year until the end of the
lease obligation.

Other Contingencies

The Company’s manufacturing facility in Phoenix, Arizona is located on property that is a “Superfund” site,
a property listed on the National Priorities List and subject to clean-up activities under the Comprehensive
Environmental Response, Compensation, and Liability Act. Motorola is actively involved in the cleanup of on-
site solvent contaminated soil and groundwater and off-site contaminated groundwater pursuant to consent
decrees with the State of Arizona. As part of the August 4, 1999 recapitalization, Motorola has retained
responsibility for this contamination, and has agreed to indemnify the Company with respect to remediation costs
and other costs or liabilities related to this matter.
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Manufacturing facilities in Slovakia and those of the Company’s majority-owned subsidiary in the Czech
Republic have ongoing remediation projects to respond to releases of hazardous substances that occurred during
the years that these facilities were operated by government-owned entities. In each case, these remediation
projects consist primarily of monitoring groundwater wells located on-site and off-site with additional action
plans developed to respond in the event activity levels are exceeded at each of the respective locations. The
governments of the Czech Republic and Slovakia have agreed to indemnify the Company and the respective
subsidiaries, subject to specified limitations, for remediation costs associated with this historical contamination.
Based upon the information available, total future remediation costs to the Company are not expected to be
material.

The Company’s manufacturing facility in East Greenwich, Rhode Island has adjoining property that has
localized soil contamination. In connection with the purchase of the facility, the Company entered into a
Settlement Agreement and Covenant Not To Sue with the State of Rhode Island. This agreement requires that
remedial actions be undertaken and a quarterly groundwater monitoring program be initiated by the former
owners of the property. Based on the information available, any costs to the Company in connection with this
matter are not expected to be material.

Indemnification Contingencies

The Company is a party to a variety of agreements entered into in the ordinary course of business pursuant
to which it may be obligated to indemnify the other parties for certain liabilities that arise out of or relate to the
subject matter of the agreements. Some of the agreements entered into by the Company require it to indemnify
the other party against losses due to intellectual property infringement, property damage including environmental
contamination, personal injury, failure to comply with applicable laws, the Company’s negligence or willful
misconduct, or breach of representations and warranties and covenants related to such matters as title to sold
assets.

The Company is a party to various agreements with Motorola which were entered into in connection with
the Company’s separation from Motorola. Pursuant to these agreements, the Company has agreed to indemnify
Motorola for losses due to, for example, breach of representations and warranties and covenants, damages arising
from assumed liabilities or relating to allocated assets, and for specified environmental matters. The Company’s
obligations under these agreements may be limited in terms of time and/or amount and payment by the Company
is conditioned on Motorola making a claim pursuant to the procedures specified in the particular contract, which
procedures typically allow the Company to challenge Motorola’s claims.

The Company and its subsidiaries provide for indemnification of directors, officers and other persons in
accordance with limited liability agreements, certificates of incorporation, by-laws, articles of association or
similar organizational documents, as the case may be. The Company maintains directors’ and officers’ insurance,
which should enable it to recover a portion of any future amounts paid.

In addition to the above, from time to time the Company provides standard representations and warranties to
counterparties in contracts in connection with sales of its securities and the engagement of financial advisors and
also provides indemnities that protect the counterparties to these contracts in the event they suffer damages as a
result of a breach of such representations and warranties or in certain other circumstances relating to the sale of
securities or their engagement by the Company.

While the Company’s future obligations under certain agreements may contain limitations on liability for

indemnification, other agreements do not contain such limitations and under such agreements it is not possible to
predict the maximum potential amount of future payments due to the conditional nature of the Company’s
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obligations and the unique facts and circumstances involved in each particular agreement. Historically, payments
made by the Company under any of these indemnities have not had a material effect on the Company’s business,
financial condition, results of operations or cash flows. Additionally, the Company does not believe that any
amounts that it may be required to pay under these indemnities in the future will be material to the Company’s
business, financial condition, results of operations or cash flows.

Legal Matters

The Company currently is involved in a variety of legal matters that arise in the normal course of business.
Based on information currently available, management does not believe that the ultimate resolution of these
matters, including the matters described in the next paragraphs, will have a material adverse effect on the
Company’s financial condition, results of operations or cash flows.

Securities Class Action Lawsuit. During the period July 5, 2001 through July 27, 2001, the Company was
named as a defendant in three shareholder class action lawsuits that were filed in federal court in New York City
against the Company and certain of the Company’s former officers, current and former directors and the
underwriters for the Company’s initial public offering. The lawsuits allege violations of the federal securities
laws and have been docketed in the U.S. District Court for the Southern District of New York as: Abrams v. ON
Semiconductor Corp., et al., C.A. No. 01-CV-6114; Breuer v. ON Semiconductor Corp., et al., C.A. No. 01-CV-
6287; and Cohen v. ON Semiconductor Corp., et al., C.A. No. 01-CV-6942. On April 19, 2002, the plaintiffs
filed a single consolidated amended complaint that supersedes the individual complaints originally filed. The
amended complaint alleges, among other things, that the underwriters of the Company’s initial public offering
improperly required their customers to pay the underwriters’ excessive commissions and to agree to buy
additional shares of the Company’s common stock in the aftermarket as conditions of receiving shares in the
Company’s initial public offering. The amended complaint further alleges that these supposed practices of the
underwriters should have been disclosed in the Company’s initial public offering prospectus and registration
statement. The amended complaint alleges violations of both the registration and antifraud provisions of the
federal securities laws and seeks unspecified damages. The Company understand that various other plaintiffs
have filed substantially similar class action cases against approximately 300 other publicly traded companies and
their public offering underwriters in New York City, which have all been transferred, along with the case against
the Company, to a single federal district judge for purposes of coordinated case management. The Company
believes that the claims against the Company are without merit and have defended, and intend to continue to
defend, the litigation vigorously. The litigation process is inherently uncertain, however, and the Company
cannot guarantee that the outcome of these claims will be favorable for the Company.

On July 15, 2002, together with the other issuer defendants, the Company filed a collective motion to
dismiss the consolidated, amended complaints against the issuers on various legal grounds common to all or most
of the issuer defendants. The underwriters also filed separate motions to dismiss the claims against them. In
addition, the parties have stipulated to the voluntary dismissal without prejudice of the Company’s individual
former officers and current and former directors who were named as defendants in the Company’s litigation, and
they are no longer parties to the litigation. On February 19, 2003, the Court issued its ruling on the motions to
dismiss filed by the underwriter and issuer defendants. In that ruling the Court granted in part and denied in part
those motions. As to the claims brought against the Company under the antifraud provisions of the securities
laws, the Court dismissed all of these claims with prejudice, and refused to allow plaintiffs the opportunity to
re-plead these claims. As to the claims brought under the registration provisions of the securities laws, which do
not require that intent to defraud be pleaded, the Court denied the motion to dismiss these claims as to the
Company and as to substantially all of the other issuer defendants as well. The Court also denied the underwriter
defendants’ motion to dismiss in all respects.
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In June 2003, upon the determination of a special independent committee of the Company’s Board of
Directors, the Company elected to participate in a proposed settlement with the plaintiffs in this litigation. If
ultimately approved by the Court, this proposed settlement would result in a dismissal, with prejudice, of all
claims in the litigation against the Company and against any of the other issuer defendants who elect to
participate in the proposed settlement, together with the current or former officers and directors of participating
issuers who were named as individual defendants. The proposed settlement does not provide for the resolution of
any claims against the underwriter defendants, and the litigation against those defendants is continuing. The
proposed settlement provides that the class members in the class action cases brought against the participating
issuer defendants will be guaranteed a recovery of $1 billion by the participating issuer defendants. If recoveries
totaling less than $1 billion are obtained by the class members from the underwriter defendants, the class
members will be entitled to recover the difference between $1 billion and the aggregate amount of those
recoveries from the participating issuer defendants. If recoveries totaling $1 billion or more are obtained by the
class members from the underwriter defendants, however, the monetary obligations to the class members under
the proposed settlement will be satisfied. In addition, the Company and any other participating issuer defendants
will be required to assign to the class members certain claims that the Company may have against the
underwriters of the Company’s initial public offerings.

The proposed settlement contemplates that any amounts necessary to fund the settlement or settlement-
related expenses would come from participating issuers’ directors and officers’ liability insurance policy
proceeds, as opposed to funds of the participating issuer defendants themselves. A participating issuer defendant
could be required to contribute to the costs of the settiement if that issuer’s insurance coverage were insufficient
to pay that issuer’s allocable share of the settlement costs. The Company expects that insurance proceeds will be
sufficient for these purposes and that the Company will not otherwise be required to contribute to the proposed
settlement.

Consummation of the proposed settlement is conditioned upon obtaining both preliminary and final
approval by the Court. Formal settlement documents were submitted to the Court in June 2004, together with a
motion asking the Court to preliminarily approve the form of settlement. Certain underwriters who were named
as defendants in the settling cases, and who are not parties to the proposed settlement, opposed preliminary
approval of the proposed settlement of those cases. On February 15, 2005, the Court issued an order preliminarily
approving the proposed settlement in all respects but one. The plaintiffs and the issuer defendants are in the
process of assessing whether to proceed with the proposed settlement, as modified by the Court. If the plaintiffs
and the issuer defendants elect to proceed with the proposed settlement, as modified by the Court, they will
submit revised settlement documents to the Court. The underwriter defendants may then have an opportunity to
object to the revised settlement documents. If the Court approves the revised settlement documents, it will direct
that notice of the terms of the proposed settlement be published in a newspaper and mailed to all proposed class
members and schedule a faimess hearing, at which objections to the proposed settlement will be heard.
Thereafter, the Court will determine whether to grant final approval to the proposed settlement.

If the proposed settlement described above is not consummated, the Company intends to continue to defend
the litigation vigorously. While the Company can make no promises or guarantees as to the outcome of these
proceedings, the Company believes that the final result of these actions will have no material effect on the
Company’s consolidated financial condition, results of operations or cash flows.

AMS Matter. On March 22, 2005, the Company and certain of its subsidiaries entered into a settlement
agreement with Austriamicrosystems, AG (“AMS”) regarding a pending lawsuit. Under the settiement agreement
the Company paid AMS $2.4 million in cash upon the signing of the agreement. The settlement agreement
includes, among other things, a full and complete mutual release of any and all claims, except for any claims
arising out of the arbitration described below. It also provides that the pending litigation will be dismissed with
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prejudice and each party will bear its own costs and fees incurred in connection with the litigation. The
settlement agreement requires that the Company and AMS enter into final, binding and non-appealable
arbitration limited to one unresolved issue associated with the pending litigation, which arbitration shall be held
on or before September 1, 2003. If the arbitrator rules in favor of AMS, the Company will pay an additional $2.2
million within fifteen days of the ruling by the arbitrator. If the arbitrator rules in favor of the Company, AMS
will not be entitled to any additional amounts of money from the Company. Each party shall bear its own costs
and fees incurred in connection with the arbitration, and the parties will each pay fifty percent of the costs and
fees of the arbitrator. The Company had previously reserved $2.5 million as a reasonable loss estimate of the loss
exposure for this matter.

The matter originated out of an action filed in October 2003 in Arizona Superior Court by AMS against the
Company. The complaint (i) alleges that the Company breached a foundry agreement entered into in 2000 under
which AMS was to provide services to the Company, and (ii) claims tortious interference with contract. The
complaint seeks approximately $5.8 million in contract damages, plus interest, costs, attorneys’ fees and
exemplary damages.

The Company plans to vigorously defend itself at the arbitration and believes that it will prevail at the
proceeding, although there can be no assurances that this will in fact occur. The Company believes that the
outcome will not have a material adverse effect on its consolidated financial condition, results of operation or
cash flows.

Note 16: Related Party Transactions

In connection with the amendment to the Company’s senior bank facilities in August 2001, any
management fees payable to TPG or its affiliates by the Company will not accrue and not be payable in cash until
the Company’s quarterly financial statements demonstrate that certain financial ratios have been achieved. TPG
subsequently agreed that these fees will not accrue during the period in which the Company was not permitted to
pay such fees in cash. During 2004, no TPG management fee was paid or accrued. During the fourth quarter of
2004, the Company met the requisite conditions under its amended debt agreements to allow for such annual
management fee to resume. However, no services were performed by TPG during the fourth quarter of 2004, and
accordingly no annual management fees were accrued for or paid during the year. Subsequent to December 31,
2004, TPG waived the right to any future management fee subject to the Company paying certain costs and
expenses associated with a resale shelf registration statement of the Company’s common stock presently owned
by TPG.

During 2004 the Company incurred approximately $0.2 million of costs and expenses on behalf of TPG in
connection with the March 2004 registration with the Securities and Exchange Commission of approximately
111.8 million shares of the Company’s common stock, which are owned by TPG.

On April 8, 2002, the Company and Motorola, Inc. reached agreement regarding certain post-closing
payments to be made under agreements entered into in connection with the August 1999 Recapitalization.
Pursuant to the agreement, Motorola paid the Company $10.6 million during the second quarter of 2002. As a
result, the Company recognized a related gain of $12.4 million, which is included in restructuring, asset
impairments and other, net in the consolidated statement of operations for the year ended December 31, 2002.

As part of the recapitalization, Motorola agreed to provide the Company with worldwide freight services

through August 4, 2002. This agreement resulted in better prices than the Company could obtain from third
parties.
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During 2003, Motorola sold its shares of the Company’s common stock and is no longer a related party.
Therefore, related party activities between the Company and Motorola are presented as follows (in millions) only
for the years ended December 31, 2003 and December 31, 2002, and as of December 31, 2003, when Motorola
was a related party:

Year ended
December 31,
2003 2002
Cash paid for:
Purchases of manufacturing services from Motorola .................. $ 89 $143
Cost of other services, rent and equipment purchased from Motorola . .. .. $08 $15
Cash received for:
Freight sharing agreement with Motorola . .. ........................ $§ — %214
Rental of property and equipmenttoMotorola . . ..................... $56 $091
Product sales to MOTOrola ... ..ovoiiiin i e $749  $99.5
As of

December 31, 2003
Accounts receivable from Motorola ................... ... . .... $ 77
Accounts payableto Motorola ................... ... ... ... ... $ 04
Accrued expenses payable to Motorola .......................... $ 07
Long-term debt payableto Motorola ........................... $139.9

Note 17: Supplemental Disclosure of Cash Flow Information

The Company’s non-cash financing activities and cash payments for interest and income taxes are as
follows (in millions):

Year ended December 31,

2004 2003 2002
Non-cash financing activities:
Equipment acquired through capital leases ........... $ 76 $ 66 $ —
Cash (received) paid for:
INtETeSt INCOME . .. v vttt ettt i iiee e eeans $§ 23) $ 24) $ (6.5
INterest eXpense . ........vvnenniin i 103.1 146.1 110.3
INCOmME taXes . . ... vt e 4.5 2.5 1.8

Note 18: Segment Information

The Company is engaged in the design, development, manufacture and marketing of a wide variety of
semiconductor components. The Company has four main product lines: power management and standard analog
devices, metal oxide semiconductor (MOS) power devices, high frequency clock and data management devices
and standard components.
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The Company re-evaluated its segment disclosures in 2004 in light of EITF Issue 04-10 “Determining
Whether to Aggregate Operating Segments That Do Not Meet the Quantitative Thresholds” (see Note 3:
Significant Accounting Policies). Also, in December 2004 the Company announced the alignment of new
divisions in order to gain maximum efficiencies in market and production processes. The Company’s reportable
segments are aligned internally as the Integrated Power Group and the Analog Products Group. These segments
represent management’s view of the Company’s businesses and inform how it evaluates the progress of its major
components. In general, the power management and standard analog product line as well as the high frequency
clock and data management product line are aligned under the Analog Products Group, while the MOS power
devices product line and the standard components product line are aligned under the Integrated Power Group.
The standard logic product unit, however, whose results are included in our Analog Products Group segment, is
part of our standard components product line. The standard logic product unit had revenues of approximately
$89.7 million in 2004.

The accounting policies of the segments are the same as those described in the summary of significant
accounting policies. The Company does not specifically identify and allocate any assets by operating segment.
The Company evaluates performance based on income or loss from operations before interest, nonrecurring gains
and losses, foreign exchange gains and losses, income taxes and certain other unallocated expenses.

The Company’s wafer manufacturing facilities fabricate integrated circuits for all business units as
necessary and their operating costs are reflected in the segments’ cost of revenues on the basis of product costs.
Because operating segments are generally defined by the products they design and sell, they do not make sales to
each other. The Company does not discretely allocate assets to its operating segments, nor does management
evaluate operating segments using discrete asset information.

In addition to the operating segments mentioned above, the Company also operates global operations, sales
and marketing, information systems, finance and administration groups that are led by vice presidents who report
to the Chief Executive Officer. The expenses of these groups are allocated to the operating segments based on
specific and general criteria and are included in the operating results reported below. The Company does not
allocate income taxes or interest expense to its operating segments as the operating segments are principally
evaluated on operating profit before interest and taxes. Additionally, restructuring, asset impairments and other,
net and certain other manufacturing and operating expenses, which includes corporate research and development
costs, unallocated inventory reserves and miscellaneous nonrecurring expenses, are not allocated to any product
segment.

Information about segments for the year ended December 31, 2004 is as follows, in millions (corresponding
information for the years ended December 31, 2003 and 2002 is not included because it would be impractical to
do so as operating expenses were not allocated in the same manner or detail that would allow for comparable
disclosure): :

Integrated Analog
Power Group Products Group Total
Year ended December 31, 2004:
Revenues from external customers . .............. $705.5 $561.4 $1,266.9
Segment operating income . .......... ... ..., $103.1 $ 934 $ 196.5

Revenues from external customers for the Integrated Power Group for the years ended December 31, 2003
and 2002, were $575.3 million and $566.8 million, respectively. Revenues from external customers for the
Analog Products Group for the years ended December 31, 2003 and 2002, were $493.8 million and $526.9
million, respectively.
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Depreciation and amortization expense is included in segment operating income. Reconciliations of segment
information to financial statements (in millions):

2004
Operating income for reportable segments . .............. .. ...t .. $196.5
Unallocated amounts:
Restructuring, asset impairments and other,net ........................ (19.6)
Other unallocated manufacturing costs ... .. (11.5)
Other unallocated operating €xXpenses . ...........coeviiniinonnneenns (15.5)
OPerating INCOME . . . vt v ettt e v et e e e et eie e et $149.9

The Company operates in various geographic locations. Sales to unaffiliated customers have little
correlation with the location of manufacturers. It is, therefore, not meaningful to present operating profit by
geographic location. The Company conducts a substantial portion of its operations outside of the United States
and is subject to risks associated with non-U.S. operations, such as political risks, currency controls and
fluctuations, tariffs, import controls and air transportation.

Revenues by geographic location and product line, including local sales and exports made by operations
within each area, are summarized as follows (in millions):

Year ended December 31,

2004 2003 2002
United States . .....covtit it $ 3434 $ 3176 § 3917
The Other AMETicas .........ccvivrerenenennnnnn 4.1 4.0 8.2
Burope ... .. 209.1 189.3 202.7
China ... ... e 361.7 252.6 221.3
SINGAPOLe . .« ot 151.3 1232 117.6
The Other Asia/Pacific ............... ... ........ 197.3 182.4 152.2

$1,266.9  $1,069.1  $1,093.7

Year ended December 31,

2004 2003 2002
Power Management and Standard Analog ........... $ 3813 § 3334 $ 3627
MOS PowerDevices .. ..o, 235.0 152.5 138.7
High Frequency Clock and Data Management ........ 904 80.5 72.0
Standard Components ................... ... ..... 560.2 502.7 520.3

$1,266.9  $1,069.1  $1,093.7
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Property, plant and equipment by geographic location is summarized as follows (in millions):

December 31,
2004 2003
ChINa .o $116.9 $119.2
United States .. ..o e 91.6 110.2
Burope . ... 88.6 89.4
Malaysia ..o 72.4 78.7
Japan .. e e 75.0 71.7
The Other Asia/Pacific ....... ... .. i, 25.2 25.7
The Other AMEriCas ... ...ttt 2.3 4.2

Sales to Motorola and two other customers accounted for approximately 8%, 9% and 12%, respectively of
the Company’s revenue during 2004 compared to approximately 7%, 9% and 13%, respectively during 2003, and
approximately 8%, 10% and 10%, respectively during 2002.
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Consolidated quarterly financial information for 2004 and 2003 follows (in millions, except per share data):

)

2

3)

Quarter ended 2004
April 2 (1) July 2 (2) October 1 December 31 (3)
REVENUES ...\, $308.2 $333.5 $318.4 $306.8
Grossprofit .......... ... .. ... .. .. ... 95.9 1124 103.0 98.6
Netincome (10SS) ... ..., (47.6) 3.5) 15.7 (88.3)
Diluted net income (loss) per common
share ... ... $(0.23) $(0.02) $ 0.04 $(0.36)
Quarter ended 2003
April 4 (4) July 4 (5) October 3 (6) December 31 (7)
Revenues ...............coiriiivnn... $269.5 $256.2 $264.8 $278.6
Grossprofit ......... ... ... ... o i 74.8 73.9 73.6 78.4
Net income (loss) before cumulative effect of
accounting change .................... (29.0) (57.5) (16.3) (42.4)
Netincome (I0SS) . ..ot viiiiinenn.. (50.5) (57.5) (16.3) (42.4)
Diluted net income (loss) before cumulative
effect of accounting change per common
share ....... .. .. $(0.18) $(0.34) $(0.10) $0.2D)
Diluted net income (loss) per common
share ... ... .. $(0.30) $(0.34) $(0.10) $0.21)

In February 2004, the Company completed a public offering of common stock resulting in net proceeds of
$227.7 million. The net proceeds were used to redeem $70.0 million outstanding principal amount of the
first-lien senior secured notes and $105 million outstanding principal amount of the second-lien senior
secured notes. See Note 10, “Common Stock” for further details of the offering costs and use of proceeds. In
March 2004, the Company recorded net charges from restructuring, asset impairments and other of $13.1
million. The charges included $12.0 million of loss on sale of fixed assets, $1.0 million to cover employee
separation costs and $0.1 million of exit costs.

In April 2004, the Company commenced a cash tender offer for all of its outstanding 12% Senior
Subordinated Notes. The Company redeemed the total $260.0 miilion due on the notes at 106% of par value,
using cash and cash equivalents. In order to finance the offer, the Company issued $260.0 million in zero
coupon convertible senior subordinated notes due 2024 and cash on hand. In June 2004, the Company
recorded $2.3 million in net restructuring, asset impairment and other charges. These charges include $2.1
million of employee separation charges, $0.2 million charge to cover costs associated with the separation of
one of the Company’s executive officers and $0.2 million in exit costs. These charges were offset by the
reversal of $1.6 million in charges associated with the December 2002 restructuring program for a net
charge of $0.9 million for the quarter. See Note 5, “Restructuring, Asset Impairments and Other, net” for
details of the reserve adjustments.

During the fourth quarter of 2004, the Company recorded net restructuring, asset impairment and other
charges of $5.6 million which include $3.3 million of asset impairments associated with the Company’s
restructuring programs, $1.9 million of exit costs, and $0.4 million of employee separation charges. In
December 2004, the Company refinanced $645.5 million of term loans under its senior bank facilities,
replacing $320.5 million of its tranche F term loan facility with $645.5 million of a tranche G term loan
facility. Proceeds from the tranche G term loan facility were used to prepay $130.0 million principal
outstanding of the first-lien senior secured notes due 2010 and $195.0 million principal outstanding of the
second-lien senior secured notes due 2008. In connection with this refinancing, the Company incurred $96.3
million for loss on debt prepayment which was comprised of $67.2 million in redemption premiums, $26.2

145



4

(5

(6

()

ON SEMICONDUCTOR CORPORATION AND SUBSIDIARIES
SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED) — Continued

million in capitalized closing costs and unamortized debt discounts that were written off, $2.7 million of
arrangement fees, dealer manager fees and incentive fees, and $0.2 million of expenses to third parties.
Effective Jannary 1, 2003, the Company changed its method of accounting for net unrecognized actuarial
gains or losses related to its defined benefit pension obligations. The cumulative effect of this accounting
change for the periods prior to January 1, 2003, was a charge of $21.5 million both before and after income
taxes.

In June 2003, the Company recorded net restructuring, asset impairment and other charges totaling $13.3
million associated with its worldwide restructuring programs. The charges included $0.4 million to cover
employee separation costs relating to the termination of approximately 16 employees, $1.4 million of lease
and contract termination exit costs, $10.5 million of asset impairments and an additional $1.0 million
associated with a supply contract that was terminated as part of the June 2002 restructuring program. Also
during the second quarter of 2003, the Company recorded non-cash impairment charges totaling $21.3
million consisting of $20.8 million related to the write-off of the developed technology intangible asset
associated with the April 2000 purchase of Cherry Semiconductor Corporation and a $0.5 million write-off
of a cost-basis investment.

In September 2003, the Company recorded a $4.6 million gain in connection with the sale of the
Guadalajara, Mexico facility. This gain was partially offset by charges totaling $1.4 million associated with
worldwide restructuring programs to cover employee separation costs relating to the termination of
approximately 36 employees, reflecting further reductions in manufacturing and general and administrative
personnel in France, Germany, the Czech Republic, Hong Kong and the United States. The Company also
recorded a $0.2 million reversal of amounts previously recorded in connection with the Company’s June
2001 and December 2001 restructuring programs and an additional $0.1 million charge associated with its
March 2002 restructuring program.

In December 2003, the Company recorded $29.9 million of restructuring, asset impairments and other
charges. These charges included $5.2 million to cover employee separation costs for East Greenwich of $3.8
million for approximately 325 employees and a portion of the total severance charges for approximately 460
employees in the Czech Republic of $0.5 million and a remaining $0.9 million charge relates to severance
benefits for approximately 10 employees in general and administrative functions in the United States and
Europe. The December 2003 restructuring also included $0.4 million of lease and contract termination exit
costs, $20.2 million of asset impairments associated with the Company’s restructuring programs, and $4.3
million of other charges associated with the write-down of certain other assets. The Company also recorded
a $0.2 million reversal of amounts previously recorded in connection with the Company’s June 2001 and
December 2002 restructuring programs.




ON SEMICONDUCTOR CORPORATION
SCHEDULE II — VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

(in millions)

Balance at Charged to  Charged to Balance at
Beginning  Costs and Other Deductions/  End of
Description of Period Expenses Accounts Writeoffs Period
Allowance for doubtful accounts
Year ended December 31,2002 .............. $ 23 $ — $ — $0.4 $ 19
Year ended December 31,2003 ............ .. $ 19 $ 05 $ — $__-— $ 24
Year ended December 31,2004 . ............. $§ 24 $ — $ — $— $ 24
Allowance for deferred tax assets
Year ended December 31,2002 .............. $450.6 $117.9 $(4.1)(1) t $564.4
Year ended December 31,2003 .............. $564.4 $ 724 $(0.6)(2) §: $636.2
Year ended December 31,2004 .. ............ $636.2 $ 54.8 $3.6(3) §: $694.6

(1) Primarily represents the net release of the valuation allowance related to the additional minimum pension
liability and effects of cash flow hedges recorded in accumulated other comprehensive loss.
(2) Primarily represents the valuation allowance related to the additional minimum pension liability and effects
of cash flow hedges recorded in accumulated other comprehensive loss, partially offset by the valuation
allowance related to the cumulative effect of accounting change in 2003 and to the tax benefit for stock

options.

(3) Represents the valuation allowance related to the tax benefit for stock options.
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CERTAIN FORWARD
LOOCKING STATEMENTS

This Annual Report contains forward-looking
statements. All statements, other than
statements of historical facts, included in this
Annual Report are forward-looking
statements. Forward-looking statements are
often characterized by the use of words such
as “believes,” “estimates.” “expects,”
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or “anticipates,” or by discussions of strategy,
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statements in this Annual Report are made
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inventories at our customers and distributors,
technological and product development risks,
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covenants in our debt instruments, risks
associated with our international operations,
terrorist activities both in the United States
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Sarbanes-Oxley Act of 2002) and risks
involving environmental or other
governmental regulation. Additional factors
that could affect our future results or events
are described from time to time in our SEC
reports. See in particular the “Trends, Risks
and Uncertainties” section of this Annual
Report. Readers are cautioned not to place
undue reliance on forward-looking statements.
We assume no obligation to update such
information.
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Our common stock is currently traded on the
NASDAQ National Market under the symbol
ONNN.
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investors can receive the Annual Reporr,
Proxy Statement, 10-K (without exhibits,
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without charge by going to the Investor
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richness of many cultures. ON Semi-
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building a high-performance work
environment in which individual differences
are respected and valued, opening the way for
more participation and greater job success for
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competitive strength and all employees are
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demonstrate sensitivity and respect for
everyone.
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The Annual Meeting of Stockholders will be
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